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PitebAsls, OF, LIGHT INDUSTRY IN CHINA 


VI. 


THE PRESENT CRISIS AND PROSPECTS 


By Professor E. Stuart Kirby 


Preceding articles in this series in the FAR 
EASTERN ECONOMIC REVIEW* surveyed the 
principal light industries of China in some detail, 
taking the results of their experience under Com- 
munism. 


It was found that, though completion of the 
First Five-Year Plan is claimed ahead of schedule, 
with some overfulfilment in most of the items or 
branches, and statistical shortfalls declared in only 
a minority, there are nevertheless avowed difficul- 
ties at present, amounting to a basic crisis, and en- 
oa major changes in the Seccnd Five Year 
Plan. 


There are many reasons; the full explanation 
of the paradox is complicated. Some of the general 
reasons, most important for overall perspective, 
were mentioned in the last article in this series. 
Now we must go more widely into the question. In 
addition to the six causes noted in the preceding 
article, ten more can be considered, as follows. 


1. SHORTAGE OF RAW MATERIALS 


This is an immediate defect much emphasised 
in Chinese Communist discussions. Owing to 
“natural disasters” (floods, droughts, bad weather, 
etc; and, in general, the refusal of Nature to submit 
to Marxist planning) nearly all the figures sagged 
in the period 1953-55, as much or more than they 
had soared in the preceding and following years. 


* Vide issues of March 28, April 11 & 25, May 23 & 30, Nos. 13, 15, 17, 21 
and 22 of Vol. XXII. 


For industry, this expresses itself in shortage of 
raw materials. The unwillingness of human 
nature, as well as impersonal Nature, to submit :to 
Communist planning and policy, must also have 
played a part. The unwillingness of peasants, 
handicraftsmen and others showed a further steep 
increase from 1955 onwards, after the headlong 
drive for complete rural collectivization was in- 
stituted. The shortage of raw materials became 
the paramount theme of complaint in industrial 
circles in the second half of 1956; and became very 
much more acute during the early months of 1957, 
especially in the textile, paper and food industries. 


Chairman Mao Tse-tung himself, at the CPPC 
Conference on March 5, 1957, said: “China faces 
a difficult year, with the shortage of raw materials 
and foodstuffs (1). Though comfort is drawn from 
reasoning that some of the past investment in plant 
will begin to yield a return in 1957, it is very 
striking that some of the new projects which have 
started or were about to start operations are post- 
poned, on account of such shortages. Immediately, 
this actually hits the light industry sector much 
more than the heavy industry sector; so, ironically, 
just when the decision has been taken to “ease up” 
in the Second Five Year Plan, by investing relative- 
ly more in light industry, the first effect is in fact 
that construction in light industry is halted more 
than in heavy industry. 


It was specifically announced that in 1957 no 
expansion or new construction of light industry, 


706 


such as cotten mills, sugar mills or other processing 
plants, will be effected (2). Such construction 
plans were too big in 1956, and the harvest or State 
collection of industrial crops was insufficient, 


In the textile industry, investment for capital 
construction in 1956 was 63% higher than in 1955; 
over one million spindles were installed. But the 
output of raw cotton rose by no more than 4% in 
1956 over 1955. If this is “planning”, what is dis- 
order like? Since 1954, the State has commanded 
the whole cotton supply, through compulsory pur- 
chase. Cotton output was to increase 25% in China 
by 1957 over 1952, to 1,635,000 tons. The grower, 
in his turn, presumably has shortages of the first 
degree to complain of: in the absence of sufficient 
fertilizer, sufficient food, and sufficient control over 
floods, ete., and of incentives, how can he provide 
such an increase in cotton? 


The “rate of utilization of equipment” was at 
the high figure of 96% in the textile industry in 1954, 
but declined to 74% in 1955, through raw material 
shortage. Good crops in 1955 restored the high 
percentage in 1956, but the production target for 
cotton yarn in 1957 is 10% lower than in 1956, the 
State purchasing plan for cotton having been ful- 
filled only 78% (3). Such fluctuations are more 
marked than any in contemporary capitalism. 


Turning to the paper industry, we find lack of 
proper raw materials is again the chief bugbear. 
Many mills have resorted to using grasses, bagasse 
(sugar-cane residue) and weeds (sic). Production 
in 1957 is planned to increase 17% over 1956; but 
this is hardly possible on present form. The 
following shortages of raw materials were cur- 
rently listed, for example: 


Timber 83,000 cubic metres short of Plan, 
Bleaching powder 807 tons as Af 9 
Soda ash 1,189 tons a ” ” 9 
Coal 36,000 tons ” ” ” A 


The foodstuffs industry is reported to be un- 
able to increase production, for the same reason. 
The scheduled increases for 1957 are mostly re- 
latively modest in this category :— 


Planned increase in 1957 over 1956 


Vegetable oils 3.4% Canned foods 8.5% 
Sugar 3 2.6% Salt : 42.0% 
Milk products : 23.0% 


But fulfilment of these planned increases can- 
not be confidently expected, owing to “shortage of 
raw materials’, usually referred in turn to 
“natural calamities”. Per contra, a faint optimism 
sometimes creeps in, on account of the expectation 
of past investments soon beginning to yield; in this 
case, land reclamation and irrigation especially. A 
new “drive” for economy in raw materials and 
labour-intensification has just been launched by 
the Ministry of Light Industry, but it is hard to 
see what scope there is for economizing in non- 
evar raw materials and working harder on 
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2. INFERIOR QUALITY OF PRODUCTS 


Targets have often been fulfilled quantitative- 
ly, at the expense of quality. In Communist 
jargon: “some enterprises have one-sidedly pur- 
sued quantity and speed, but neglected quality of 
manufactures, causing a lowering of quality and 
arousing much dissatisfaction among consumers. 
Quality and variety of products have fallen 
short of the demands of production, as well as the 
demands of the people’s livelihood”. These are the 
words of Chia To-fu, Director of the 4th Bureau 
of the State Council. He said the light industrial 
products in 1955 were in 3 categories of quality: 


(a) better than in 1954; e.g. sugar, machine- 
made paper, sulphathiazol, silk piece-goods, ex- 
portable cloth, wcollen textiles, and printed and 
dyed cloths, 

(b) better, but still low in quality; eg. 
canned food and a number of pharmaceutical pro- 
ducts, and 


(c) “definitely and seriously lower than the 
others”: many foodstuffs, cigarettes, pharmaceu- 
ticals, yarn, rubber goods and matches. 


Details are given as follows: 


Cotton cloth: poor quality of cotton cloth has been a 
main cause of complaint among the people. Dyed cloths 
shrink too much on washing, and the colours vanish. 


Cigarettes: many varieties too loosely packed; too 
thin, too harsh to the throat. 


Rubber products: Rate of deterioration is very serious. 
A tyre which could stand 40 or 50 hours of friction in the 
past takes only 28 hours now. The same applies to foot- 
wear, which lasts only 7 to 10 days. 


Machine-made paper: Sometimes of very low standard. 
E.g. Canton Paper Mill’s newsprint was only 41.82% of 
standard, in terms of quality, in 1955; though it was raised 
to 88% in 1956, this is still grossly unsatisfactory. 


Pharmaceuticals: Particularly serious. Many anti- 
biotics below standard and rejected from being put on sale. 
Among 70 kinds of ‘“‘pills of daily use”, “almost 45” were 
not up to standard), 


3. IRREGULARITY IN RAW-MATERIAL SUPPLY 


But the causes mentioned above are themselves inter- 
commected. Because raw material supply is short and irre- 
gular, inferior substitutes are often resorted to. This is 
especially serious in the foodstuffs industries. 


According to official reports the sugar beets grown in 
Manchuria (for example) have deteriorated in strain, and 
the sugar content dropped year by year, from 14% in 1952 
to 11% in 1955. The oil-bearing crops, too, have dropped 
in oil-content; peanuts contain only half the oil they used 
to have, soya beans one-third less‘), 


4. INSUFFICIENCY OF SKILLED LABOUR 


Shortage of technicians has been duly stressed, by Chia 
To-fu as by many others. Machines and equipment are not 
checked or overhauled regularly, raw materials and semi- 
finished or finished products are not inspected or controlled 
properly™, 


In the Tientsin Technical Bureau’s jurisdiction, for 
example, technical personnel constitute only 0.78% of ail 
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workers; in the Tientsin No. 1 and No. 2 Bureaus of Light 
Industry, such personnel represent 1.43% ane 0.6% of the 
labour force, respectively). 


Under the drive for heavy industrialization, of course 
heavy industry got the lion’s share of the limited supply of 
higher-grade labour. We are given the following table, for 
all Mainland Chima’s light industry: 


TABLE I 


Composition of labour force, by grades of skill‘) 


Grade of skill: 
(percentage of workers All 
in each grade) : Textile industry light-industry 
8 0.8% 1.3% 
ff 4.4% 4.9% 
6 12.0% 10.8% 
5 19.5% 18.0% 
4 29.0% 24.3% 
3 21.7% 21.9% 
2 10.5% 12.9% 
1 2.1% 6.3% 
100% 100% 
(Average grade: 4.1 39+.) 


This situation is bound to be reflected in corresponding- 
ly low quality levels of output; and shows another aspect 
in which all the problems are inter-connected. 


5. EXCESS BUREAUCRATIC PROFITS, OR STATE 
EXPLOITATION 


Another such aspect which must be borne in mind is 
that, in the nature of the Communist system, consumer- 
goods industry is to be a milch-cow for the sustenance of 
the growth of the heavy-industrial sector—the main source 
of profits for the accumulation of the basic heavy-industry 
potential. The enterprise-managers, the bureaucratic eche- 
lons generally, depend (for their very lives) on registering 
a profit, on contributing to this accumulation. The pressure 
on them to lower quality, as much as they dare, for the sake 
of quantity and surplus-value to the State, is overwhelming. 
Chia To-fu instanced cigarettes in this connection: the 
reason why cigarettes are so thin and light, he sagely in- 
dicated, was because the quantity of tobacco used had been 
reduced again and again. In the case of dyed cloth, he 
gave a figure: the dyes wash out, because the amount of 
dyestuff used had been reduced on the average by 20%, to 
economise cost(9, 


6. EXPORTS 


Mainland China is very closely bound economically and 
politically to the Communist Bloc—the Soviet Union and 
Eastern Europe. 85% of its trade is now with that Bloc, 
and the latter quite obviously sets the trade pattern entire- 
ly. The residual 15% represents what is not obtainable 
within the Bloc; and the aim is essentially to reduce its pro- 
portion still further. Some circles in the business world 
assiduously foster expectations of large transactions with 
China. Academic and political analysts must suspect that 
many of them are disingenuous in doing so. From the point 
of view of the world economy as a whole, there is not really 
much in it, 15% of China’s trade is only of marginal in- 
terest; but of course individual dealers may, they hope, be 
able to secure relatively large transactions which would be 
satisfactory in their own personal perspective. 

Communist China’s industrialization policy centres on 
Russian technical assistance, and depends very largely on it. 
Supplementing the previous Sino-Soviet barter agreement 
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of December 27th, 1955, a new agreement was signed on 
April 7th, 1956, for 2,500 million rubles of Soviet aid to 
China’s major industrial projects, implying further large 
shipments in payment from China in that direction), 

At the-same time, Communist China gives considerable 
assistance, in its turn, to the lesser Communist States, North 
Vietnam and North Korea; and, in 1956, aid and gifts to 
other countries, such as Hungary, Cambodia, and Egypt, 
further figured. From mixture of political motives with 
the need to procure some of its requirements elsewhere, 
Communist China’s other exports have also been rising. 
During 1956, Mainland China’s exports to Hongkong amount 
ed to HK$1,038 million, an increase of HK$141 million or 
more than 13% over 19552), 


Exports to capitalist countries are naturally given the 
cream of the quality of Chinese products; as in the Soviet 
Union in prewar times, when “exportny” became the collo- 
quial word in the Russian language for “high quality”. No 
full statistics or particulars are however divulged on the 
question of the foreign trade of China. 


7. POPULATION INCREASE 


Not only is the population of China enormous, but it is 
increasing at an astronomical rate. Communist discussions 
usually assume the figure of 2.5% increase pér annum, which 
is among the highest in the world; there is an increase in 
population every year in China by about 15 millions. The 
pressure of this, and the disparity between it and the in- 
crease of production, even if all plans are ideally fulfilled, 
is greater than in any other country in the world, capitalist 
or socialist. 

TABLE It 


Production of some consumer goods, per capita of 
population, in four countries 


CHINA USSR JAPAN INDIA 

1952 1953 1956 1955 1954 1954 

Cotton cloth (metres) 17.33 7.38 8.20 29.5 33.56 15.79 

Sugari(leg. \ieteatcote 0.79 #117 1.50 17.10 — 3.71 
Machine-made 

paper (kg) ........ 0.66 0.96 1.00 9.8 16.16 0.41 


8. CUMULATIVE EFFECTS OF DISPROPORTIONALITIES 
AND FLUCTUATIONS 


It remains somewhat surprising to the present writer 
that there is always such unbridled jubilation, in planned 
economies, when targets are overfulfilled. Of course, it 
obviously represents concrete achievement, But surely, if 
the plan was correct and appropriate, it would be fulfilled 
exactly 100%; and marked overfulfilment is objectively little 
better than underfulfilment, and may have effects that are 
practically as disturbing, from the point of view, at least, 
of the stability and controlledness of the system. When 
some sectors and items markedly overfulfil their plans, while 
others equally distinctly fall short of theirs, the effects in 
each case, in different and conflicting directions, are cumula- 
tive. 

Add that, necessarily, all these shortfalls here and 
pseudo-surpluses there: are occurring at different rates as well 
as in different relative quantities—at different stages or in 
different phases of the production process—with different 
geasonalities, encountering different bottlenecks—and so forth 
—and we begin to see, behind the facade of planning, the 
reality of inner chaos, stresses and frictions. 

Add, moreover, that in a totalitarian state changes in 
policy, personnel, priorities ete., can be made at a moment’s 
notice (and usually are); then the fluidity of a situation 
like that of China today is further explained. 
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These tendencies apply particularly to totalitarian states 
where control, supervision and planning, as well as power, 
are highly centralised; as is the case in China. Where 
some degree of decentralisation exists (as has been es 
tablished in Yugoslavia, and is emerging also in Poland 
since the disturbances there) the same tendencies, though 
still immanent, are much mitigated or modified. 


Generally speaking, it may be reasoned that the best 
situation for peace and stability, from the point of view 
of the rest of the world during a period of its “coexistence” 
with Communism, from the economic point of view particu- 
larly, would be that the Communist countries should pro- 
gress just middling well, by their own lights—not too well, 
and not too badly. If they do too well, or seem in their 
own view to be doing so, they may take drastic decisions; 
e.g. to collectivise agriculture 100% in one year, or go and 
liberate someone else. If they are doing too badly, more 
complicated and diverse political acrobatics and mental 
gymnastics are indulged in, various old and new elements 
of change are introduced, and the other extreme of fluidity 
or uncertainty is reached: as at present in China, where 100 
flowers are bidden to bloom, but honey production is below 
Plan, and the busy bees do not yet know which way to 
swarm. 


9. INFLATION 


The aspect of inflation has also to be considered. Totali- 
tarian planning—particularly that of a highly centralised 
kind, with a constant and extreme pressure toward over- 
fulfilment of all targets—has what has been described by a 
Yugoslav economist as a “built-in tendency to inflation”. 
This aspect is involved in various of the causes listed here, 
and we will proceed to consider some more of these, without 
dealing separately or theoretically at this point with infla- 
tionary pressures. 


10. UNFULFILLED DEMAND 


The Minister for Commerce, Tseng Shan, stated at the 
end of last year that some commodities were not supplied 
in good time and could not meet growing popular demand“), 
Though it is fairly obvious that the peasant masses of the 
Chinese population remain somewhere near the margin of 
subsistence, Communist spokesmen stress that the produc- 
tion of consumer goods has often lagged behind the improve- 
ment in living standards and the rise in purchasing power. 
Such statements as the following give only glimpses. 


TABLE Ill 


Sales and production indices‘') 


(1952 = 100) 
19538 1954 1955 1956 
Retail sales of commodities 
of general use: 126.7 140.8 144.6 166.0 
Production of consumer goods: 126.7 144.7 142.7 167.0 
Vice-Premier Ch’en Yun, at the CPPCC session in 


March 1957, linked all this with the increase in capital in- 
vestment. Capital investment in 1956 was so large, he 
pronounced, that part of it flowed into the market as funds 
for purchasing subsidiary agricultural products, manufac- 
tured goods and handicraft products, or as wages and freight 
payments. 

TABLE IV 


Capital investment (in million yuan) (15) 
1953 6,500 1955 8,500 
1954 7,500 1956 ;: 14,000 


He added that the number of workers employed had 
increased by 2 million. The wage bill increased similarly. 
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TABLE V 
Total wages and salaries paid (in million yuan) (!® 


1953 6,500 1955 8,300 
1954 7,400 1956 10,700 


10 million workers and employees had their wages in- 
creased in 1956 by 18% over 1955 (i.e. 33.5% higher than 
in 1952); which brought their wages above the level set 
by ‘the Plan for 1957. The number of workers was claimed 
to. total 24.72 million in 1956, four or five times the “pre- 
Liberation”’ number, while the workers’ “consumption-level” 


was 38% higher than in 1936 and 19% higher than in 
195290, 


The peasants also, Ch’en Yun claimed, enjoyed greatly 
increased purchasing power. The State had adjusted its 
purchasing prices in their favour. Agricultural loans had 
greatly increased, according to the round figures he gave 
(in million yuan) :— 


1953 600 1955 1,000 
1954 800 1956 3,000 
Meanwhile, the spokesman noted, Agricultural taxa- 


tion was reduced by 100 million yuan in 1956 from 1955. 
Thus the peasants’ “‘consumption-level” in 1956 was 82.3% 
higher than in 1936, and 12.5% higher than in 195298), 1956 
also saw some extension of labour insurance, free or cheap 
medical services, holiday schemes, etc., which would ease 
the workers’ personal and family budgets. 


In this manner a patchy, but generally rosy picture 
can be drawn of the whole situation, as one of rising in- 
comes and prosperity. It will be noted that the above 
account is all in monetary terms. "What it all means in real 
terms, of shortfalls in quality and quantity, ‘‘disproportiona- 
lities’, ete., has been broadly indicated in the foregoing 
pages. 


FURTHER PROSPECTS 


At the best, it may turn out, some of this glow which 
the spokesman has infused in his picture of the face of 
China in 1956 may prove to be that of a temporary fever. 
The above quotations from Ch’en Yun give only some favour- 
able “highlights” from his speech at the March 1957 CPPCC 
conference. The speech was a very “meaty” and interesting 
one, which unfortunately cannot be examined in detail here. 
(As these lines were being written, a useful account of this 
and other pronouncements was published in the invaluable 
China News Analysis, Hongkong April 26, 1957, which the 
reader is strongly recommended to see). The same speech 
consisted, in fact, overwhelmingly of severe strictures and 
warnings. Stockpiles and reserves had had to be used up 
in 1956. State expenditure exceeded revenue in 1956, for 
the first time since the consolidation of Communist power 
in China. The slogan strongly laid down was “Productivity 
coupled with thrift’. The over-swollen administrative ex- 
penses must be cut: they were, in 1956, 2,500 million yuan 
(nearly 10% of the State budget) on overheads alone, ex- 
cluding direct labour and production costs! Unnecessary 
and “luxurious” construction, and non-factory building 
generally, must.be cut. Emphasis on tthe big scale, for 
factories etc., must be abandoned, in favour of the more 
moderate sizes of plant which are more appropriate to China’s 
conditions. Houses and office furnishings, cars, dinners and 
social functions, are all to be cut out of official budgets. 
Recruitment will be reduced, existing staff demoted. 


The earlier stress (1956) on light industries as the 
means of making large and quick profits (to invest in more 
“substantial” or “‘basic’’, i.e. heavy industrialisation) appears 
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significantly to have been reduced at the present juncture. 
Last year it seemed that light industry might be called out 
from its rear-rank position and given quite a-vital role as 
the dowry-earner. Chia To-fu, for instance, had pointed 
out that in 1953-55 light industries accumulated profits 
enough to build 10 steel mills of 500,000 tons capacity 
each(9), Chien Chih-kung, Vice-Minister for Textiles, gave 
the textile industry’s accumulation under the Five-Year 
Plan as 10 billion yuan, or nearly 40% of the State’s indus- 
trial investment under the Plan®@. A large cotton mill, it 
was said, could recover its total investment cost in little 
over two years, and make the same amount over again in 
profits every year thereafter@!), So the number of light 
industry projects planned was increased in 1956 from 67 
to 9922), 

Chou En-lai at the 8th Party Congress noted however 
that even current plans for various light industries could 
not be fulfilled, for reasons of shortage of raw materials, 
“slackness of markets” or “technical difficulties’), “Strict 
austerity” was already the keynote, at that congress, in this 
connection. 

The optimistic original agreed draft for the Second 
Five-Year Plan (1958-62) was nevertheless approved by the 
8th Congress of the Chinese Communist Party on September 
27th, 1956. It envisaged a 60% increase in light industry 
capacity, a 10% annual average increase in the output of 
consumer goods(4), while total industrial production would 
increase 50% 5), But it was reported by non-Communist 
sources shortly afterwards that in a five-day session of the 
Communist Party’s Central Committee from November 10th 
to 15th 1956, it had been decided to make an entirely new 
projection, and revise the Second Five Year Plan very con- 
siderably), The most recent indications from official Pe- 
king sources show that such is the case, and even that many 
commitments already on hand from the First Five Year 
Plan are already cancelled; many cases are cited of projects 
already begun being abandoned, land allocated for indus- 
trial buildings being returned to agricultural use, etc. 

This is presumably the close of a phase. An English 
writer referred to the Russian Bolsheviks in their original 
Revolution as “Storming Heaven”. Later, they came down 
to earth to a considerable extent. A leading Chinese Com- 
munist spokesman recently quoted in his speech the warning 
that “Heaven cannot be reached in one step’. Neither, 
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perhaps we may say, can Hell. Recent steps in China re- 
present a very hard coming down to earth. The internal 
situation is very confused. The external situation appears 
no less uncertain, with objective limitations on further So- 
viet aid; while, on the subjective side also, the events of 
Hungary and Poland cast long shadows. It seems ironical 
that in British public opinion—always one Revolution behind 
world currents—greater confidence is reportedly spreading, 
in connection with an agitation for more trade with China, 
in the stability and material progress of Communist China; 
just when the prospects, from an internal point of view in 
China, seem distinctly less certain than before. 


. is of Light 
(This brings to an end the series of six articles on “The Bas 
Industry in China’? by Professor Kirby, which began in the Far Eastern 
Economic Review of March 28, 1957.—Ed.) 
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ECONOMIC Review 


CURRENT DEVELOPMENTS IN FAR EAST 


The sacking of the U.S. Embassy by rioters was a mere 
incident. But together with two other phenomena—the 
tour of the Japanese Prime Minister and the British decision 
on the export embargo to China—it constitutes a good deal 
more. They are not more intimately associated than the 
tests applied in a single week last autumn to three great 
systems of rule—the Conservative Government of England, 
and the Socialist Government of France in Egypt, and the 
Communist Government of Russia in Hungary. In both 
cases, grouped together, they are seen as symptoms of new 
and powerful forces below the surface. Taiwan has already 
returned to what had been normal. It is in Washington 
that the consequences could be considerable, and it is axioma- 
tic that anything encouraging the U.S. to withdraw into 
“Fortress America’ is bad for the free world. Shocks like 
this encourage isolationism not realism in the U.S. It is 
almost certain that the American taxpayer and voter will 
find it hard indeed that the people who owe their political 
—and often their actual—existence to them should turn 
on their protectors in this way. Indeed the chief worry 
expressed in some of the American despatches from Taipei 
was about the very resentful reaction of the ordinary G.I. 


But though this episode is as embarrassing to the right 
wing Republicans as the Suez affair was to the right wing 
Conservatives in Britain, in neither case is their frustration 
a solution to the problems that lie below. These are world- 
wide and general. The thousands of millions of dollars 
invested in foreign aid since the war looks like bad invest- 
ment indeed when anti-American feelings are general 
throughout Asia. It may well be that a little denial of 
others, rather than self-denial, may be the best cure for 
the psychological complex which is quite a problem through- 
out Asia, and is by no means limited to the Americans. The 
British atomic tests have been furiously assailed by all sorts 
of voluble politicians from Japan to Cairo. On the other 
hand it will have been noted with some interest how anxious 
Syria and Egypt have become to resume relations and bring 
our airliners back as well as our ships. Indeed, nothing 
makes China, for instance, more intent on having relations 
with the United States than Washington’s adamant refusal. 
True, Peking is none too consistent about it. The extreme 
violence of her anti-American campaign over the events in 
Taiwan must antagonise even the liberals who favour official 
relations and put the clock back in that respect almost 
where it was at the end of the hostilities in Korea. 


There is a sound instinct about America’s urge for 
security in the Pacific. After all, it was an attack launched 
from the ports in Formosa and in Japan that brutally 
_ destroyed her safety and neutrality in a few short hours, 
and there is a logical link between Pearl Harbour and 
America’s present position on Taiwan. But the post-war or 
emergency arrangements seem to lack permanent characteris- 
tics. They must be retained with firmness and tenacity for 
the time being, while time is secured for a great re-casting 
of ideas. This has begun in the West, as happened in the 
final settlement after the first world war. Then Versailles 
came nearly three years before the Washington Conference, 
which settled (for the time being) the Pacific issues and 
replaced with a series of other commitments the Anglo- 
Japanese Alliance, which was the previous major basis of 
accommodation between East and West. 


The essence of the Washington agreements was a spirit 
of self-denial, and sooner or later we shall have to get back 
to that spirit insofar as the political relations between the 


two great divisions of thinking are concerned. The crusade 
of the Japanese Prime Minister is a preparation for the 
next big stage. Whether Asia as a whole will be happier 
under a dispensation which remits practically all political 
authority to Asians remains to be seen. It depends on how 
it works out. But certainly there is such a sentiment as 
a Pan-Asian feeling at present, in spite of the fact that its 
expression at Bandung does not appear to have had any 
concrete results. The Indian Minister of Interior, Pandit 
Pant, told the Upper House on May 20 that India did not 
favour calling a new Bandung Conference, as the unanimity 
and friendly spirit of Bandung had been weakened. He 
was speaking for the Government in Mr. Nehru’s absence 
in Ceylon, where he had to discuss the painful issue of the 
treatment by the Sinhalese of the large Tamil minority, 
and dropped a note of warning about flirtations with the 
Reds. The Burmese Premier similarly rebuffed a Soviet 
Tass reporter, saying that while he thought there should be 
a second conference, now was not the time for it. 


Nevertheless the major impulses behind the Bandung 
Conference were an enlargement on an international scale of 
the more familiar movements in territories and colonies 
that had been under alien authority. To these the British 
have deferred on a spectacular scale, and others have had to 
do so also. Some real progress seems likely in the West 
and sooner or later such progress will have to be matched 
in Asia on a principle more consistent with the delegation 
of former Imperial or Colonial authority to the peoples 
themselves. Economic contacts, never so free and fluid as 
now in spite of the spreading of State trading and controls, 
are indispensable between East and West. There is no 
possibility of Asia reverting, in spite of the current phobias, 
into isolationism or a version of the apartheid policy in 
reverse in trade and industry. Western invention and in- 
novation gather pace at such a rate that the compulsions 
are vastly greater than in the days a century ago when the 
West could merely offer steamships for sail and even a 
sort of steam-engine in place of the man-pushed one-wheeled 
barrow. Today at Dounreay other tests are being made 
which may have answers for power and riches beyond any- 
thing known, when even the oceans may do man’s bidding 
instead of providing mere passage for his ships. 


Pan-American Organisation has been a little more suc- 
cessful than Pan-European. At least it has enabled the con- 
tinent to avoid the appalling wars which have afflicted 
Europe. But perhaps because of this, and because there 
is no other way out, the pressure and desire for unity in 
Europe is greater than it has ever been and is now receiving 
solid form and organised basis. The issue in the West that 
looms up is the adjustment of relations with Africa, and 
specifically with North Africa to begin with, on the south; 
and with the Soviet Union and the Central and Eastern 
European States, to the east. These are being progressively 
dealt with, quite logically, on an economic basis first—the 
great heavy industry alliance, then the Common Market and 
free trade areas. The political superstructure must come 
also in time, and it may either replace or support the existing 
post-war foundations. But there at least movement is 
visible, far-ranging, and emotionally satisfying. 

There is even just now, for the first time, some talk 
of a Common Market in Latin-America: just enough to show 
the way the wind blows. There has likewise been talk of 
a similar development in Asia, perhaps inspired by Mr. 
Kishi’s pilgrimage—though Co-prosperity Sphere memories 
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die hard, while India and some other parts of Asia seems 
more worried by the effects of the Common Market in 
Europe rather than encouraged by the opportunities of a 
similar creation in Asia. The Communists, on the other 
hand, judging by comment in the Peking People’s Daily, are 
alarmed about what it.calls Japan’s economic diplomacy, by 
which it means continued dependence on the United States, 
while stretching out its hands to the Asian countries, ac- 
cording to the formula: “U.S. capital, Japanese technique, 
South-east Asian resources.” 


In any case Japan is hardly likely to be so utterly de- 
pendent on the U.S. as Peking itself has been for ten long 
years on the Soviet. And this kind of bridge between 1957 
and 1967 is likely to be as fruitful and necessary as was 
the 1947-57 association of Moscow and Peking. But. in the 
long run there must be some special provision of Asian poli- 
tical autonomy in all and every concern negotiable among 
the Asian countries themselves. There ought to be an 
Asian province or branch of the United Nations Organisa- 
tion or some organisation which could legislate for Asian 
problems as Bandung did not and could not, but inspired by 
the sense of solidarity which the conference at Bandung, ex- 
pressed. It might well happen in such an event that the 
Asians would become a trifle more anxious to get on good 
terms with the West. Indeed one may well believe that 
after they have had a fair amount of direct traffic with each 
other the Asian nations will get over their hostility to the 
“whites,” so explicitly proclaimed in a famous speech in the 
Singapore Legislature by a P.A.P. leader some months ago 
and by various phenomena in other parts of the Continent, 
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and a new and more enduring basis be laid for harmonious 
co-existence in this rapidly shrinking world, where the speed 
of travel may ere long reach 1,500 miles an hour, compared 
with the five miles or so an hour when the West first came 
and forced open the doors of Asia. 


It was Sir Ivone Kirkpatrick who expressed the new 
foreign policy of Britain, and as Permanent Under-Secretary, 
and therefore the chief adviser to the Government, on 
Foreign Affairs from 1953 to 1957, he spoke with altogether 
exceptional authority. “What we must do is to recognise 
that our old Europe of the Nineteenth Century has gone 
for good. We must recognise that the 50 million people 
in this island, with all the resources available to us in the 
Commonwealth, no longer constitute a basis on which we 
can build our own defence or pursue a completely indepen- 
dent foreign policy.’”’ That revolution of policy is destined 
to become general. It is informed by those wider outreach- 
ings of the spirit once the inspiration of such poets as 
Tennyson and now stimulating the gropings of politicians. 
The greatest poem of the Revolution—Alexander Blok’s 
“The Scythians” expressed a passionate desire for reunion 
with Europe as well as the fear, and defiance, of her scorn. 
And the greatest poem that emerged from the glorious but 
tragic days of Hungary last autumn (Tamas Aczel’s “Ode 
to Europe,’”’) proclaimed with poignant feeling and without 
reserve the longing to “return to Europe, our common 
mother.” But the creation of larger economic and political 
units does not mean the end but rather the rationalisation 
and immense enlargement, through rapid domestic develop- 
ment, of international trade. 


INDIA’S SILENT SOCIAL AND ECONOMIC REVOLUTION 


By A. E. Thomas 


Before the achievement of independence, India was 
defined as the fairest jewel of the British Crown. No 
doubt, it was the most resourceful, extensive and thickly 
populated part of the British empire. In the year 1858, 
when the British Crown took over the administration of 
India, Queen Victoria assumed the title of “Empress of 
India”. But the glory and legendary riches of India had 
already become a story of the past. Poverty, suffiering and 
misery began to creep into the social life in India. Mliteracy, 
unemployment, famines and epidemics reduced the vast 
majority of the people almost to the verge of destitution 
and despair. From the one-time superlative degree of posi- 
tive achievements and accomplishments, India had, in some 
respects, particularly in the economic field, degenerated to 
the extremity of negativism. It was at this critical time 
that the Indian National Congress came to the rescue of 
India from further decay. 


When Gandhi, clad in loin clothes, toured the country 
to awaken the people from their political slumber, sophisti- 
cated western statesmen, who presided over. capitalist nations 
which in turn thrived on industrial prosperity, nicknamed 
him “half-naked fakir”’. But they did not comprehend the 
idea that Gandhi represented the commonman of India— 
the famished peasant and the impoverished artisan. They 
failed equally to understand the awakening force that was 
let loose by the frail Mahatma. 


Along with freedom came a host of difficult problems. 
There was not enough corn to feed the people; terrible 
shortage of accommodation; inadequacy of hospitals and 


other medical facilities and insufficiency of schools. To 
crown the magnitude of the towering difficulties, came the 
refugees—eight million of them (as much as the population 
of modern Portugal) crossed over into India from Pakistan 
with no material resources whatsoever. It was the most 
critical period in free India’s history. The courage with 
which the government faced the problem evokes universal 
admiration, 


The new government found no room for complacency. 
It exhorted the people to rise equal to the occasion and lend 
their support and earnestly co-operate with the government 
in the hour of national need. The government firmly de- 
cided to restrict the importation of food to ithe barest 
minimum and put forward a tentative date for the complete 
stoppage of spending foreign exchange reserves for buying 
food from abroad. Vast irrigation works were planned and 
started. Across rivers of woes, giant dams were construct- 
ed, thereby controlling floods and avoiding drought. The 
latest dam to be opened has been the Hirakud dam, which 
is said to be the longest dam in the world. The people 
responded wholeheartedly to the call of the nation and the 
result was talismanic. India became self-sufficient in her 
food requirements. New Industries, both small and big, 
were started. Cheap power was made available from. the 
newly started hydro-electric works. Agriculture and indus- 
try, side by side, made commendable strides. 


Community projects and National Extension Service 


were started to provide employment to the jobless millions. 
In the Constitution of India, it was clearly stipulated that 
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CHINA (1900—1956) 


By E. KANN 


PART IV 


(5) CENTRAL BANK OF CHINA 


The year 1928 was a significant period for Nationalist 
China in more than one way. It marked the end of General 
Chiang Kai-shek’s campaign against the warlords of Central 
and North China, and it witnessed the important return to 
China of that country’s right to fix its own Customs tariff, 
a privilege which had been exercised for the preceding 60 
years by the foreign powers. The latter achievement was 
successfully negotiated by Mr. T. V. Soong, Minister of 
Finance. These accomplishments encouraged China’s lead- 
ers to drive for other improvements, mainly in the realm 
of economics. Hitherto, the country’s fiscal policies had not 
been integrated, so that unification and consolidation be- 


the ultimate aim of the government would be to set, up a 
‘welfare state in India’. At the 60th session of the Indian 
National.Congress held in Madras in 1955, Mr. Jawaharlal 
Nehru, the outgoing President of the Party, declared that 
the aim of the Indian National Congress was to establish a 
socialist pattern of society in India. At the 62nd 
session of the Party held early this year a slight modifica- 
tion has been made whereby the Party declared its aim as 
the achievement of a ‘Socialistic Co-operative Commonwealth 
in India’, Gradually nationalisation was introduced in 
several of the key industries, mining and vital lines of com- 
munications. A ceiling was kept on private land-holdings, 
thereby liquidating the evil of Zamindari, a kind of feu- 
dalism, which hitherto thrived on the sufferings of the tillers 
of the soil. The changes were introduced in a democratic 
way without infringing anybody’s legitimate right or ignor- 
ing the rightful claim of anyone. Hence the social revolu- 
tion in India, which began on the day of the achievement 
of independence, has been silent and devoid of violent re- 
actions, 


The First Five-Year Plan was a great success, The 
Second Plan which is more ambitious is now in progress. 
Although doubts have been expressed by statisticians and 
propounders of economic theories regarding the soundness 
and feasibility of the Plan in the light of the reported deficit 
in foreign exchange requirements, the Plan will go through 
and spectacular improvements will take place in the econo- 
mie and social life of India. 


After the Second World War, many of the Colonial 
countries became independent. But few of them have made 
so quick a recovery as India made. The People’s Republic 
of China also made some substantial progress. But as 
much as China is the largest Communist country on the 
face of the earth, India is the largest democracy in: the 
world. The Indian experiment of democracy and the Chinese 
experiment of communism have evoked considerable interest 
to the rest of the world. Theorists are assessing the values 
of both and closely observing the results achieved by each, 
in order to frame new theories on political economy. If 
India continues to make the same amount of progress in 
the coming years also as she did in the past one decade, 
the dream of the Indians to transform their country into 
a “Welfare State” will sooner be realised than anticipated 
by some of the critics of ‘India’s economic planning. 


came imperative. Nationalist China’s rulers determined to 
inaugurate a Central Bank which was to act as a bankers’ 
bank, regulating credit policies, controlling foreign ex- 
change, maintaining discount rates, consolidating the bank- 
ing system of China, managing the Central Mint, and unify- 
ing and centralizing the currency system. 


When these resolutions were made, China already had 
two government banks: the Bank of China and the Bank 
of Communications. Moreover, there had functioned al- 
ready another Central Bank of China, though same was 
restricted to South China only, distinctly as a mere pro- 
vincial institution. And finally, numerous private commer- 
cial banks had been issuing considerable quantities of paper 
money throughout China. The last mentioned prerogatives 
were abrogated in November, 1935, while the note-emissions 
of the two government banks ceased on July 1, 1942, so 
that the (new) Central Bank of China then took the place 
of all these institutions as sole issuer of banknotes. 


It was on November 1, 1928, that the Central Bank 
of China first opened its doors at Shanghai, adding branch 
offices in various parts of the country. Its original capital 
consisted of CNC $20 millions, all of which was supplied 
by the Government, so that there were no private share- 
holders. The bank was most ably managed and enjoyed 
excellent standing. In 1934 it was resolved to start pre- 
parations for changing the institution’s name to Central Re- 
serve Bank of China and to increase capitalization to CNC 
$100 millions. The final realization of the project was, 
however, frustrated by the outbreak in July, 1937, of the 
Sino-Japanese hostilities. All that remained of the scheme 
was the new name selected by China, but purloined by the 
Nipponese aggressors and used for their puppet bank in 
Central and South China. 


fn January of 1936, through revision of the bank's 
charter, Chinese citizens were given the right to subscribe 
up to 60% of the Central Bank of China’s capitalization. 
According to its statutes, the bank had three bureaux: 
banking, note-issuing and treasury; and five departments: 
secretariat, auditing, economic research, personnel and dis- 
trict (hsien) bank administration. Due to the exigencies 
of the undeclared war, the Central Bank of China moved 
its headquarters in 1988 to the wartime capital, Chungking 
(East Szechuen), but returned to Shanghai toward the latter 
part of 1945. 


In the foregoing narrative the situation, created by 
political and economic circumstances in China, was briefly 
reviewed as it affected official banks. No mention has yet 
been made. of the circulation of provincial and commercial 
banks’ paper money, nor of private issues. Even without 
these, the position had throughout the years been fraught 
with dangers and often resembled chaos.. The well-regulated 
issues of banknotes by numerous commercial banks could 
not be termed satisfactory, since the multitude of sundry 
emissions clearly meant decentralisation. When the Cen- 
tral Bank of China was founded in November, 1928, one 
of its objects was unification of the country’s currency 
system, and therefore centralisation of the note issues. 


Before dealing with the Central Bank of China’s en- 
deavors in this direction, it is thought advisable briefly to 
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review the circumstances leading: up to its foundation. It 
should be recalled that the ‘Imperial’ tendencies fostered by 
the late President Yuan Shih-kai found latent opposition 
in South China, notably amongst the republican Kuo Min 
Tang party, whose headquarters long remained at Canton. 
The demise of Yuan Shih-kai was merely a signal for jealous 
warlords to fight each other, and through a decade interne- 
cine strife was the order of the day in China. 


Amidst such conditions the progressive Cantonese party 
decided to march northward, occupy the country and ad- 
minister it for the benefit of the sorely tried population. 
The projected movement took shape in 1926, and before 
many months had elapsed the Kuo Min Tang, under the able 
leadership of General Chiang Kai-shek, had crossed the 
Yangtze, making Hankow its headquarters. Providing a 
large army for a lengthy period was synonymous with heavy 
expenditure. Financing had to be done largely by means 
of paper money issued by the Central Bank of Kwangtung, 
a provincial organization. Upon arrival of the military staff 
at Hankow it was realized that there was a limit to the 
credit from a single province whose means had already been 
stretched to the uttermost extent. The only alternative 
left to the conquerors was, therefore, the issue of further 
paper money with which to finance the campaign. For 
this purpose the stocks of unsigned banknote blanks held 
by the Bank of China, as well as the Bank of Communica- 
tions, were “borrowed”, or rather requisitioned. This rough- 
shod method was, however, enforced on the understanding 
that the two national banks would assume no liability for 
the large quantities of notes circulated by the military au- 
thorities under their name. Nevertheless, the two govern- 
ment banks were much inconvenienced because they had a 
certain quantity of previously issued currency in circulation 
which—through their numbering—could be identified by 
their staff, but not by the general public. The amount issued 
by the southern forces in Hankow has been variously esti- 
mated at $70 million as maximum quantity. However, re- 
demption at heavy discounts was effected from time to time. 
Toward the close, holders were satisfied with the official offer 
to exchange notes against specie at a discount of 90%. But 
even this strain could not be endured owing to lack of metal- 
lic reserves. In the end, a large amount of paper money 
remained outstanding and irredeemable at any figure, be- 
coming practically valueless. 


In the spring of 1928, the exchange value of dollar notes 
“borrowed” from the Hankow branch of the Bank of Com- 
munications was $3.85 to the silver dollar. Bank of China, 
Hankow, notes were quoted simultaneously at $6.70 to the 
silver dollar, while Central Bank (Canton) notes stood at 
$24 to the silver dollar. Gradually, however, these quota- 
tions receded further, until, finally, the currency had no 
more market value. 


A sidelight is thrown on the then prevailing position 
by a report contained in the “Chinese Economic Bulletin” 
No. 348 of October 22, 1937, saying: 


“The Financial Commission at-Wuhan has instructed the various tax col- 
lectors to accept payment one-half in cash and the other half in depreciated 
notes of the Bank of China, the Bank of Communications and the Central 
Bank (of Kwangtung). The exchange rate of the depreciated notes has been 
officially fixed at 20% of their face-value. The suggestion made by the 
Bankers Association that the three banks jointly raise 2 million dollars silver 
for cashing the depreciated notes at the official exchange rates has been 
approved by the authorities of the Bank of China and others. The measure 
will be carried out as soon as reserve funds for this purpose are available. 
$2,300,000 silver has recently been imported from Shanghai to Hankow, and 
further shipments are expected in the future for the relief of the money 
market. 


For redemption of depreciated Treasury Notes the Financial Commission 
has announced that two months’ house tax should be collected in the Wuhan 
ee to be paid in Treasury Notes at the rate of $1 in notes to $0.10 in 

ver. 


Mr. T. V. Soong has been acting as financial head of 
the Nationalist party, achieving what was humanly possible 
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under most trying conditions. After resigning from his 
post in 1928, he was recalled some months later, and at once 
evolved the plan to fully compensate the unfortunate hold- 
ers of Hankow notes, by offering to exchange the irredeem- 
able paper money for internal government loan bonds, pay- 
ing 24% interest thereon per annum and promising redemp- 
tion through drawings between 1934 and 1958 to the extent 
of half-yearly instalments of $1,125,000 each. This ar- 
rangement, having the surplus of the Maritime Customs as 
security, was strictly adhered to, at least as long as the 
Kuomintang remained on the mainland. 


In addition, there was another note-issue sponsored by 
the National Government. On its final march from Nan- 
king to the North, along the Tientsin-Pukow railway line, 
the national army was partly financed by the issue of small 
coin dollar notes with the name of Central Bank of Kwang- 
tung imprinted. Of these $8,700.000 worth was channcled 
into circulation. As 12 notes @ 10 cents were meant to 
represent one ‘big’ dolllar, that issue represented the equiva- 
lence of silver $7,250,000. The notes were tendered by the 
soldiers to the rural population domiciled between Nanking 
and Hsuchowfu. 


As no definite arrangements with regard to the redemp- 
tion of these small coin notes had been made, and as no 
institution in particular seemed to be responsible for their 
redemption, the fiat money began to depreciate in value. 
The statement made by Mr. T. V. Soong at the inauguration 
of the Central Bank of China (Shanghai), on November 1, 
1928, that this note issue would be taken care of by the 
Government, was fully realized within barely one month. 
The authorities took care of the cashing of these small coin 
notes at par, i.e., sc$1.20 was redeemed at one silver dollar 
from December 7, 1928, onward. 


Through the intermediary of soldiers (the 4th Army 
came to Peking in June, 1928) these fractional notes entered 
into circulation in the North. As a result of negotiations 
carried on between the Peking Chamber of Commerc? and 
the Commander of. the 4th Army. the latter handed in 
$10,000 wherewith to redeem the sc$ notes at the rate of 
12 dime notes equal to one silver dollar. 


General Chiang Kai-shek had proclaimed that the rate 
of 1.20 sc$ for one silver dollar must be maintained. Fur- 
thermore, that no redemption for less than 12 dimes at a 
time may be effected, and finally, that no more than $5 could 
be exchanged by any one person. This ruling applied to 
Peking and Tientsin; at the latter city a redemption place 
was also opened. 


When the people of Paoting (Chihli) declined to take 
these notes, and when money-changers there would accept 
only 16 dimes in notes per silver dollar, a redemption office 
also was opened in July, 1928, at Paoting. 


The situation in North China became uncomfortable 
owing to the uncertainties connected with this particular 
issue. Long negotiations between the Peking Chamber of 
Commerce and the National Army Headquarters resulted 
in an arrangement, according to which $1,000 worth of 
fractional notes was to be redeemed daily in Peking, but 
the limit of $5 per person was to continue in force. 

The Ministry of Finance had to attend to these com- 
plicated actions before the inauguration of the Central 
Bank’s head-office at Shanghai on November 1, 1928. From 
the very outset, the note-issue was centralized at Shanghai, 
which place of redemption was imprinted on all the notes 
of the Central Bank of China. In the course of a year, 
it was decided to redeem moderate amounts of such bank- 
notes against silver also at the branch-offices, or to offer a 
demand draft on Shanghai for any amount of the bank’s own 
notes tendered in outports for redemption, free of commis- 
sion. 
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Banknote Regulations of the Central Bank of China 


The charter of the Central Bank “of China, promulgated 
on October 6, 1928, provided for a fully paid-in capital of 
$20,000,000, entirely supplied by the Government. In the 
charter were two Articles with reference to banknotes, 
namely: 


“Article 5), saying that the National Government confers on the Central 
Bank of China the right to issue banknotes according to the Law of Notes. 


Article 13), proclaiming that the Central Bank of China shall establish two 
departments, viz., the Banking Department and the Issue Department. Each 
of these shall have a General Manager, to be appointed by the National 
Government of the Republic of China, upon the recommendation of the 
Governor.” 


The detailed regulations pertaining to the emission of 
fiat money by the Central Bank of China, promulgated by 
the National Government on October 25, 1928, read in their 
unofficial translation from the Chinese text as follows: 


“1.—In accordance with the statutes of the Central Bank of China, No. 5, 
Articles 1) and 13), the issue-department of the Central Bank of China is 
being established to issue banknotes redeemable in national currency. 

2.—The banknotes of the Central Bank of China are secured by a reserve 
of onehundred percentum, of which 60% is to be in cash, and 40% in securi- 
ties. Bar silver, gold bullion and silver dollars may be used as cash reserves, 
while marketable government bonds, issued or guaranteed by the Ministry of 
Finance, and readily marketable commercial paper, may serve as security 
reserve. 

3.—The denominations of the banknotes are to be $1, 5, 10, 50 and 100. If 
the market demand warrants it, the Central Bank of China may issue sub- 
sidiary coin notes. 

4.—The banknotes of the Central Bank of China are to be accepted in 
payment of taxes, public obligations and business transactions. 

5.—The size, shape and design of the banknotes of the Central Bank of 
China are to be approved by the National Government of China and officially 
announced by the Government before the notes are put into circulation. 

6.—The reserves held against the banknotes of the Central Bank of China 
should be fully known to the public. The amount of notes in circulation and 
the reserves held should be published in detail every ten days. 

7.—The notes of the Central Bank of China, when worn out, may be 
changed freely for new ones. 

8.—Counterfeiting of notes anl contrivances impairing the credit of the 
notes will be severely punished in accordance with the law. 

9.—These regulations should be submitted to the National Government for 
approval by the Governor of the Central Bank of China. 


10.—These regulations will “be enforced as soon as approved by the Na- 
tional Government of China.” 


In July, 1946, a revision of the “Law Governing the 
Central Bank of China’ was proposed and passed by the 
Legislative Yuan, final sanction being given on February 14, 
1947. The provisions relative to the issue of banknotes by 
the Centra] Bank of China were contained in Chapter IV, 
reading as follows: 


“Article 19.—The Central Bank of China shall be the only bank of issue. 
The notes issued by it shall be legal tender in the Republic of China, ac- 
ceptable at their face value in all public or private collections or payments 
throughout the whole country. No other bank or institution of any descrip# 
tion shall be allowed to issue banknotes, or any notes to be recognized by 
the Central Bank of China as capable of circulating on the market like 
money. 

Article 20.—The kinds of notes to be issued by the Central’ Bank of 
China shall be submitted by the Governor to the decision of the Board of 
Directors, and then to the National Government, for approval. 

Article 21—The Central Bank of China shall adjust the amount of note 
issue, so as to give it a suitable flexibility. Its note issue shall be fully 
secured by a reserve consisting exclusively of the following items: 

1) Metallic coins, or gold, or silver bullion. 

2) Bonds issued by the National Government, or with its approval. 

3) Acceptances of substantial banks for a usance of 90 days after date. 

4) Bills of agricultural, industrial and commercial businesses’ which com- 

ply with the provisions of Article 32. 

5) Current deposits placed in foreign Central banks or financial institu- 

tions of the same nature. 

6) Short-term bonds issued by foreign Governments and bills of sub- 

stantial banks in other countries which ‘can at any time be sold or 
discounted on the principal financial markets abroad. 


Reserves specified in items 1, 5 and 6 of the preceding paragraph shall be 
not less than 35% of the total reserve. 


Article 22.—The Supervisory Committee shall inspect and publish each 
month the total amount of note-issue and the actual condition of the reserve 
securing the note issue of the Central Bank of China. 


Article 23.—The coins and subsidiary coins struck by the National Govern- 
ment shall be issued by the Central Bank of China, which shall assume the 


he seenrie of upholding their legal par-value and allowing a free exchange 
reof.”’ 
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Banknotes in Customs Gold Units 


Due to the unmistakable signs of silver prices to decline 
still further, and in consideration of varied obligations of 
the Chinese Government in foreign currency, the National 
Government, in 1930, decided to follow the recommenda- 
tions in the report submitted by Professor Edwin Kemmerer 
by creating a gold unit, which was adopted as the currency 
in which the Customs received import duties. Originally, 
its fixed equivalent was to be 40 United States gold cents, 
or 19.726 British pence. After many years, and due to the 
exigencies of the Sino-Japanese hostilities, the exchange 
basis of the Customs Gold Unit (C.G.U.) was changed to 
6 pence, but raised again to 8 pence upon the outbreak of 
the Pacific war, on December 8, 1941. On January 1, 1941, 
the rate of the Gold Unit against the legal tender dollar 
(fa-pi) was revised from 7.058 yuan to 9.45, and on March 
18 the value of the C.G.U. was re-fixed at 9.70 yuan ($) 
in terms of the new Chungking currency. 


Apart from the dollar and fractional notes, redeemable 
until November 8, 1935, in silver, the Central Bank of China 
issued—as stated in the foregoing paragraph—also bank- 
notes calling for Customs Gold Units (C.G.U.). The pur- 
pose of this emission originally was mainly the payment of 
Customs import duties in places where the Central Bank did 
not maintain a branch office, and where it, therefore, could 
not sell C.G.U. to the general public. The innovation en- 
tered the market first on May 1, 1931, and although the 
issue was secured to the extent of 60% by gold reserves, 
it cannot be asserted that it ever popularized itself, remain- 
ing insignificant until the outbreak of the Sino-Japanese 
imbroglio of August, 1937. Until then the notes were 
secured by metallic reserves of 60%, plus 40% in high-grade 
securities. 


The official proclamation relative to the emission of 
banknotes in terms of C.G.U. reads as follows: 


“Customs Notification No. 1209. 


In accordance with instructions received from the Ministry of Finance 
through the Inspector General of Customs, the public is hereby notified that 
beginning from Ist May, 1931, the Central Bank of China will be prepared to 
sell Customs Gold Unit notes in denominations of C.G.U. 10, C.G.U. 5, CU.G.U. 
1, 20 and 10 cents, at rates ascertainable from Central Bank of China upon 
application. 


Such banknotes, the issuance of which is by Government order confined 
to the Central Bank of China, will be accepted in unlimited amounts in pay- 
ment of import duty and other charges payable in Customs Gold Units. 


(sgd.) W. R. Myers, 
Commissioner of Customs.’’ 
Custom House, 


Shanghai, 24th April, 1931. 


When presented for redemption in amounts of C.G.U. 
1,000, or more, the Central Bank would issue in exchange 
demand drafts on foreign countries at official rates. 


The following table indicates the circulation of C.G.U. 
notes from the outset in May, 1931, until the close of 1937, 
after which period the National Government ceased to 
publish circulation figures for C.G.U. However, this does 
not mean that C.G.U. notes were retired, for just the con- 
trary was the case. During the war the Chinese authori- 
ties, then domiciled in Chungking (Szechuen), did issue not 
merely C.G.U. notes in numerous high denominations, but 
equally so stupendous amounts. These were not meant, 
and not used, for paying import duties, but simply to en- 
large the general circulation which, in that critical period 
of jet-propelled inflation, had resulted in astronomic figures. 
The reason why the hard-pressed Nationalist authorities pre- 
ferred paper money in terms of C.G.U. to ordinary fiat 
money was clearly based upon an ostrich policy. By un- 
equivocally decreeing that henceforth 1 C.G.U. will be 20 
national dollars (fa-pi), the public was supposed to: believe 
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that a note for say 1,000 C.G.U. represented the figure of 
1,000, while it was enforced for the liquidation-of an obli- 
gation of national $20,000. But to this naive problem we 
shall revert at a later stage. 


End of C.G.U, outstanding Index 
1931 250,000 100 
1932 425,000 170 
1933 416,715 167 
1934 373,325 149 
1935 373,325 149 
1936 409,630 164 
1937 409,630 164 


On February 2, 1944, the (puppet) Nanking Govern- 
ment abolished the Customs Gold Unit in the occupied dis- 
tricts altogether. By way of comment it was explained 
(see “Shanghai Times” of February 2, 1944) that, since 
C.G.U. was closely linked with the United States dollar and 
British sterling, its retention was contrary to the ideals of 
the Greater East Asia monetary and financial sphere and, 
furthermore, has tended to cause much confusion. 


Originally, the Customs Gold Unit was fixed in 1930 
at 60.1866 centigrams of gold, 1000 fine, or 9.288 troy 
grains of pure gold. This ratio was equal to 40 U.S. cents 
(gold). But when America, in the beginning of 1934, ad- 
justed the gold basis of the dollar at 59.06 cents of its 
former parity, the Ministry of Finance followed suit by 
fixing the hypothetical gold contents of the C.G.U. at 88.8671 
centigrams, thus raising it by 28.6808 centigrams per gold 
unit. 

During world war II, the Nationalist Government with 
its temporary seat at Chungking ordered new denominations 
of C.G.U. notes, namely C.G.U. 20, 50 and 100. At the 
same time it decreed that henceforth 1 C.G.U. would be 
considered ‘Chinese national dollars 20 in value. This means 
that this category was no more a gold currency (except in 
ee and that it was no more to be used for paying import 
uties. 


New Emissions of Large Denomination of C.G.U. Notes 


After functioning for about 18 months in the occupied 
areas of Central and South China, the Japan-sponsored Cen- 
tral Reserve Bank of China, which had forcibly taken over 
the prerogatives of the legitimate Central Bank of China 
(after the latter had removed its head-office to Chungking) 
attempted to consolidate its note-issue and to enforce its 
monopoly. This was initiated with effect from the end of 
June, 1942, in such regions of Central and South China 
which were then under the heel of the invader. The re- 
demption of the old fa-pi notes was accomplished at the 
ratio of two dollars of Central Bank of China notes for one 
of the usurping institution. Particulars about this impor- 
tant development will be given later on when dealing with 
the structure of the Central Reserve Bank of China. 


However, in Free China the Central Bank of China, as 
well as its three associated official banks, continued to issue 
their fiat money which was sole legal tender there. But 
apart from their circulation in fa-pi dollars, a new emission 
made its appearance in 1942, allegedly in an attempt to 
strengthen the position of the fa-pi dollar. 


To implement the new arrangement, the Chungking re- 
gime formulated a project to issue notes in terms of Customs 
Gold Units, though not the original C.G.U. as recommended 
by the Kemmerer Commission, but a reformed currency 
which culminated in the fanciful fixing of 1 C.G.U. = 20 
fa-pi dollars. On March 81, 1942, the Shanghai Chinese 
press carried Chungking despatches which in translation 
read as follows: 
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“The Finance Department of the National Government (Chungking) has 
arrived at a decision to have the people use the Customs Gold Unit notes 
issued by the Central Bank of Bank on the basis of the C.G.U. with gold 
contents of 60.1866 centigrams of gold 1,000 fine, as fixed in January, 1930; 
and those issued by the said bank during May, 1931, in payment of Customs 
duties. In order to meet the actual demand, the Ministry of Finance has 
made an upward revision of the gold contents of the Customs gold note to 
88.8671 centigrams and, moreover, has stipulated that the C.G.U. is equivalent 
to 20 yuan fa-pi. The new arrangement will be put into force on April 1, 
1942. Meanwhile the Chungking Government has asked the Central Bank of 
China to put its C.G.U. note holdings into circulation. The same C.G.U. notes 
will be in denominations of 10 gold yuan, 5 yuan, 1 yuan, 20 fen and 10 
fen, with the 10 yuan note corresponding to 200 yuan of fa-pi, The Ministry 
of Finance has further provided that tax payments will be received exclu- 
sively in C.G.U. notes, after calculating them in terms of fa-pi at the fore- 
going rates, and no discount whatever will be permissible.” 


In April, 1942, the Central Government (then domi- 
ciled at Chungking) announced the issue of 100 million 
Customs Gold Unit notes, representing 2 billion dollars in 
national currency. 

The monetary inflation in China, as a direct conse- 
quence of World War II, caused China to issue enormous 
sums in the shape of banknotes and made the appearance 
of high denominational values imperative. On January 17, 
1947, the Central Bank of China placed new values of C.G.U. 
notes into circulation, in denominations of 250 and 500 
C.G.U., i.e. notes passing for fa-pi $5,000 and $10,000, 
respectively. Chinese newspapers reported that the enor- 
mous sum of Chinese National Currency (CNC) $500,000,- 
000,000 was channeled into the market within the first five 
days, an action which was much resented by ithe public. 
Though dated 1930, these notes were printed by the Ameri- 
can Banknote Co. probably in 1946. The authorities in 
their dilemma seemingly argued that the psychological effect 
of being tendered a note of C.G.U. 500 would be less 
disastrous than a banknote calling for fa-pi $10,000. 

On December 9, 1947, further denominations in C.G.U. 
were issued, namely C.G.U. 1,000, 2,000 and 5,000. This 
was tantamount to paper money for CNC $ 20,000, 40,000 
and 100,000. Such measures were called forth by the rapid- 
ly and constantly mounting commodity prices. The au- 
thorities admitted that inflation was speedily approaching a 
point where money was literally not worth the cost of the 
paper the notes were printed on. Government has deemed 
it essential to order big-denominational notes because the 
cost of printing was almost equal to the face value of the 
notes; and besides, the charges of airlifting had to be added. 

When the pace of the monetary inflation in China dis- 
played the vehemence of a typhoon, existing banknote de- 
nominations would no more serve the purpose of the com- 
munity. By July, 1948, it had become evident that a larger 
volume of paper money was needed to settle commercial 
transactions. So, on the 19th of that month, Mr. O. K. 
Yui, the Governor of the Central Bank of China, announced 
that new denominations of so-called Gold Units would make 
their immediate appearance, namely: G.G.U. 10,000, 25,000, 
50,000, 250,000. This means that the highest banknote out 
represented CNC $5 million, a sign of the times. 

As is usual at such occasions, the Minister of Finance 
explained that “. .... the issuance of big denominations 
primarily aims at facilitating the people in coping with 
realities.” He also expounded the myth that. Government 
was acceding to the insistent demands for bigger notes, 
emanating from the Chamber of Commerce and the banks. 
Then he added naively by way of consolation that “..... 
since only the face value of the notes has been increased, 
the present issue does not mean an augmentation of the 
quantity of the currency notes issued by the Government.” 

Actually, the soit-disant facilities which those new large 
notes rendered the community extended merely over one 
short month. Exactly on August 19 (1948) another 
‘ecurrency-reform’ swept away the old order and brought 
China the Gold Yuan as basic currency; to which the old 
adage fittingly applies: “All is not gold that glitters.” 
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Circulation Figures of the Central Bank of China’s Notes 


The size of the Central Bank of China’s paper emission 
was indicated as of June 30. 1940. at CNC $1,623,380,740. 
After that date no more circulation figures were made public 
owing to the war then proceeding. Already by the close 
of 1939, the Ministry of Finance was obliged to alter Article 
2) of the Central Bank’s note-issue regulations, especially 
as regards the metallic reserve to be held. Hitherto it was 


(Unit: 


Amount Issued 


$ Notes Subsidiary Notes Total $ 
5,237,811 6,458,951 11,696,762 
13,533,581 1,846,281 15,379,862 
21,781,828 887,400 22,669,228 
22,099,082 2,674,267 24,773,349 
35,353,711 3,791,649 39,145,360 
64,282,583 5,988,959 70,271,542 
79,128,236 6,211,064 85,339,220 
159,138,639 16,926,730 176,065,369 
- 286,140,952 39,451,517 325,592,469 
432,243,857 54,946,452 487,190,309 
489,666,785 


1,346,979,745 
1,623,380,740 


7 As of June 30. 


* As of December 7. 


to be 100%, namely 60% in metallic money or bullion, 
and 40% in marketable securities. This ratio was main- 
tained between end of 1935 and June 30, 1939, when the 
high point for monetary reserves held amounted to 72.2%, 
while the low was 64.1%. Now, however, the figures for 
rescrves against fiat money emitted were to be 50% in bullion 
or minted coins, and 50% in negotiable securities. But, 
when June 30, 1940 arrived, the monetary reserve had de- 
clined to 47.5%. It would be idle to speculate as to the 
extent of increase in the note circulation of the Central 
Bank of China after that date. as well as regards the size 
of metallic reserve available in subsequent years. There 
is no doubt that the former had steeply risen, while the 
latter had fallen to a negligible figure. But in the absence 
of official evidence it would be purposeless to attempt ‘guess- 
timating’. 


In North China, where the Central Bank maintained 
branch offices from the very beginning, its notes were banned 
by the Japanese in 1988. As a measure of defense against 
the (puppet) Federal Reserve Bank of China (head-office 
at Peking), the Central Bank of China decreed that, begin- 
ning from March 13, 1938, foreign exchange would be sup- 
plied on an allotment basis; but that North China would be 
excluded from this arrangement. Although the fa-pi notes 
were thus shut out from the benefits of obtaining foreign 
currencies (this referred more particularly to paper money 
marked Tientsin or Peking, i.e. mostly to the emissions of 
the Bank of China and the Bank of Communications), they 
were not technically repudiated by the issuers; and there- 
fore they continued to circulate. 


In August, 1938, a 10% depreciation of fa-pi notes of 
North China was proclaimed by the Japanese-sponsored au- 
thorities there; ostensibly under the pretext of alleged lack 
of confidence. In February, 1939, an additional 30% de- 
preciation was decreed, and all existing contracts in fa-pi 
were required to be converted on a Federal] Reserve Bank 
(F.R.B.) $ basis.‘ Effective March 10, 1939, the circula- 
tion of fa-pi in North China was interdicted. However, 
the notes of the legitimate Chinese government banks con- 
tinued to circulate in North China, though on a reduced 
scale. Only in 1940, when the authorities there prohibited 
the financing of foreign imports via the Shanghai market, 
replacing the procedure by the ‘link-system’, the deathknell 
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of the Central Bank of China’s note circulation (at least 
within the occupied parts of North China) was sounded. 
This was in the latter part of 1940. From this juncture 
the note circulation of the three government banks began 
to swiftly diminish, in order to gradually cease altogether. 


The following table supplies particulars regarding the 
circulation of Centra] Bank notes, both in dollars and sub- 
sidiary money, inclusive of $30 million dollars marked ‘“‘Sze- 
chuen’’, but exclusive of C.G.U. notes. 


Chinese Standard Dollars) 


Reserves 
In Cash In Securities Total $ Cash Reserve 
% 

8,216,762 3,480,000 11,696,762 70.25 
9,676,857 9,676,857 15,379,862 62.92 
19,475,228 3,194,000 22,669,228 85.91 
18,395,349 6,378,000 24,773,349 74.25 
31,836,360 7,309,000 39,145,360 81.33 
57,421,542 12,850,000 70,271,542 81.71 
66,901,300 18,438,000 85,339,300 78.39 
116,463,369 59,602,000 176,065,369 66.15 
212,238,769 113,353,700 325,592,469 65.18 
334,287,161 152,903,147 487,190,308 68.62 
330,069,489 159,597,296 489,666,785 67.40 
658,058,986 688,920,758 1,346,979,745 48.90 
771,728,267 852,652,472 1,623,380,740 47.50 


Estimated Circulation During the Inflationary Period 


Due to the extended warfare of eight years, China’s 
budget after World War II could not be balanced. Inflation 
set in and grew worse as time went by, since the only 
method in meeting excess government expenditure was the 
printing press. China’s economic situation was worsening 
in 1946, when it became apparent that civil warfare could 
not be avoided. The Chinese National Government alone 
had then about 5 million men under arms who had to be 
clothed, fed and paid. 

No banknote circulation figures were made available 
until May 8, 1947, when the Minister of Finance apprised 
the Peoples Political Council of the urgent need of increas- 
ing the budget figures for the year 1947 to CNC $20 tril- 
lion. At this occasion he revealed that China’s note circu- 
lation stood at slightly above 6 trillion fa-pi yuan. 

Already in 1946 the note-issue of the Central Bank of 
China divulged an increase of 300% in 12 months, namely 
from CNC$ 1,000,000,000,000 to CNC$ 3,000,000,000,000. 
In 1947 the pace of the note issue became more accelerated, 
reaching CNC$ 6,000,000,000,000 by April of that year; 
this means that it had doubled during four months. At 
this rate the total note issue must have been increased in 
the course of the year 1947 by 700%. 

In his report to the State Council, the Minister of 
Finance, O. K. Yui, on May 7, 1947, declared that the total 
note issue by the end of April was CNC$ 6,000,000,000,000, 
and that during the first four months of that year Govern- 
ment had spent CNC$ 5,000,000,000,000, while income dur- 
ing the analogous period was only CNC$ 2,000,000,000,000. 
During 1947, the Minister asserted, total expenditure will 
reach CNC$ 20,000,000,000,000 while revenue will amount 
to about one-half this figure. Another CNC$ 4,800,000,000,- 
000 was to be obtained from the sale of Government Trea- 
sury Notes and bonds in U.S. currency, and CNC$ 2,000,- 
000,000,000 from the disposal of enemy properties and army 
surplus goods. Total income then was expected to reach 
CNC§$ 17,000,000,000,000, still showing a deficit of CNC$ 
3,000,000,000,000. 

The situation becamé all the more serious in 1948, when 
the total note issue in circulation was doubled in two months, 
from that of CNC$ 70,000,000,000,000 in March to CNC$ 
135,000,000,000,000 in May of the same year. 
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Statistical data as to China’s note circulation was offi- 
cially publicized until June, 1940. Silence on the part of 
the authorities was due to warfare against Japan. How- 
ever, when after the establishment of peace, no information 
as to the size of China’s note-emission was made known, 
this inaction almost certainly was to be ascribed to the pre- 
valence of monetary inflation, a state of affairs on which 
the authorities did not want to enlarge. 


Yet, when Lieutenant General Wedemeyer was dele- 
gated by President Truman to proceed to China on a fact- 
finding mission, he obtained from the Minister of Finance, 
O. K. Yui, official figures pertaining to China’s note-issue 
for 19 months, namely from January, 1946, to July, 1947, 
both inclusive. Such data might be considered exact and 
reliable. The U.S. Government saw fit to publish this in- 
formation from the files of the Department of State in the 
memorable work “Untied States Relations with China” (1944- 
1949).* From this reliable source the following particulars 
are quoted: 


Currency Issuance and Prices in China 


Notes % increase Wholesale % increase 
Month outstanding from Price Index over pre- 
(Trillions) previous month (Shanghai) vious month 
1946 
January = =_ ---.---- $ 1.15 11 92 4 
February =... 1,26 9 175 89 
Marcel” f5-—2--52., 1.35 6 255 45 
April 1.53 13 258 0 
May 1.80 17 380 47 
June 2.11 17 72 97- 
July 2.16 2 407 9 
Aug. 2.38 10 428 5 
Sept. 2.70 13 509 18 
Oct. 2.98 10 536 5 
Nov. 3.30 10 531 99 
Oo ee ee 3.73 13 571 Kt 
1947 
4.51 21 686 20 
4.84 7 1066 55 
5.74 18 1120 5 
6.90 20 1847 64 
8.38 21 2845 53 
9.94 16 2993 17 
11,46 15 3116 5 


The foregoing tabulation relates to note-issues in China, 
proper. It does not include emissions for Manchuria, Tai- 
wan or Sinkiang. 


According to official sources currency notes emitted by 
the Central Bank of China in Manchuria aggregated the 
following amounts: (in millions) 


1947 1948 


36,256 366.381 
40,200 457,208 
47,546 574,608 
55,925 759,308 
64,385 1,241,533 
74,651 2,176,260 
88,081 3,191,859 
102,432 3,274,168 
114,607 3,234,549 
152,012 ~ 3,060,448 
210,927 2,105,682 
264,513 n. a. 


The following table, indicating revenue and expendi- 
tures of China for the first six months of 1947, by supply- 
ing a percentage breakdown of monthly receipts of the 
Chinese National Treasury, shows clearly that the largest 
item of “revenue” (namely 63%) had to come from the 
printing press in order to close the large gap in the bud- 
getary deficit.t 


* See fol. 783. 
+ See “United States Relations with China’’, Washington, 1949, fol. 782. 
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Receipts & Revenue Receipts Bank Ad- 
Month Expenditures from from public Other vances (Cur- 
1947 Trillion C.N.C, Taxation Borrowing Receipts rency Issues) 
%o % % % 
2 17.9 2.9 8.3 70.9 
0 22.1 74 4.3 66.2 
5 19.5 0.6 6.2 73.7 
0 19.9 0.1 26.6 53.4 
a: ] 22.3 44 23.5 49.8 
Bl 18.2 9.5 9.5 62.8 
20.0% 4.0% 13.0% 63.0% 


Source: Minister of Finance, O.K. Yui. 


In its issue of March 10, 1948, the “Far Eastern Econo- 
mic Review’ (Hongkong) published the following estimate 
of note circulation figures in CNC$, for which the Central 
Bank of China was responsible: 


(Add 000,000) 

1935, 830] 1946, December —----------- 4,000,000 
1937, 1,400; 1947, January 4,500,000 
1938, 1,800 1947, February - 4,860,000 
1938, 2,300 1947, March -_--- --- 6,120,000 
1939, 4,200 1947, April -_-- 6,880,000 
1940, 7,800 1947, May — 8,370,000 
1941, 15,000 1947, June --- 9,900,000 
1942, 24,000 1947, July —. 11,700,000 
1943, 75,000 1947, August 14,700,000 
1944, 190,000 1947, September .-- 17,800,000 
1945, 400,000 1947, October --- ---- 21,200,000 
1945, 500,000 1947, November — _--- 28,200,000 
1945, -- 1,039,000 1947, December ~... 34,400,000 
1946, 1,100,090 1948, January ___ ~--- 46,200,000 
1946, -- 2,100,000 1948, February —— _....— 57,400,000 
1946, 2,550,000 


As pointed out by Fang Fu An in an article in the 
“China Economist” Shanghai, of April 12, 1948, just prior 
to the outbreak of the Sino-Japan war in August, 1987, 
the country’s total note-issue amounted to CNC$ 1,400,- 
000,000. At the close of the war, the total volume had 
risen to CNC$ 500,000,000,000. This means that it had 
increased 357 times. However, between August, 1945, and 
December, 1946—a period of 16 months—the fa-pi issue 
rose nine times to a total of CNC$ 4,500,000,000,000. The 
climb for 1947 was even more disturbing. According to the 
Chinese Weekly “Economic Critic” (Shanghai), the Central 
Bank’s note-issue in October, 1947, was CNC$ 22,200,000,- 
000,000, representing an increase of 44.4 times over the 


figure of August, 1945, or 15,857 times over that of June, 
1937. 


Another tabulation, published at a later date, yields 
the following circulation estimates: 


Note Issue 
Year in CNC $ 
OSTA CT URIRG asc al aga ee 1,400,000,000 
pl 2,300,000,000 
1939 pee 4,200,000,000 
1940 ne 7,800,000,000 
1941 ma, 15,000,000,000 
1942 = 24,000,000,000 
1943 S 75,000,000,000 
1944 - 190,000,000,000 
1945 Ss 1,039,000,000,000 
1946 ae 4,700,000,000,000 
1947 (October) 22,200,000,000,000 
1948 (Jan.) = ------ 35,000,000,000,000 
(March) 70,000,000,000,000 
(Aug.) a en ee 600,000,000,000,000 
(Dec. Sets nae weeny SS oat ae 0,000, 000,000, 000, 000s 


In the same measure as the Communists occupied one 
district after another on the Chinese Continent, the Central 
Bank of China’s branches were prevented from functjon- 
ing. Whatever assets could not be removed fell into the 
hands of the new Administration. By the beginning of 1954, 
the only area where the Central Bank could function to a 
very limited degree was the island of Formosa (Taiwan). 
However, in its refuge the Central Bank of China merely 


** By that time the CNC $ was out of existence; instead the figure was Gold 
Yuan 20,000,000,000, at 3,000,000 = fa-pi 60,000,000,000,000, 
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existed “in retirement” without functions and without the 
privilege of note issue, an action which was monopolized by 
the Bank of Taiwan. 


The Course of the Inflation 


The preceding narrative will convince the observer that, 
in the full sense of the meaning, China’s currency was no 
more worth the paper it was printed on. Something had 
to be done to calm the justified fears of the pauperised popu- 
lace. But what? Only a ‘monetary reform’ could bring help to 
the drowning citizens of China. And such a ‘reform’ move- 
ment was promised by the Kuo Min Tang Government with- 
out delay. It was ushered in on August 19, 1948, with fan- 
fares. Not only a new yuan ($) would enter the scenes, 
but a “Gold Yuan”. This means that the new currency 
would be secured by metallic reserves of 40% and security 
reserves of 60%. 


Amongst the terms of the new ‘reform’ was the ex- 
change of old fa-pi notes at the ratio of 1 Gold Yuan = 
3,000,000 fa-pi yuan. The total of new Gold Yuan notes 
permitted to be issued was fixed at GY 2,000,000,000. After 
a few months, the flagrantly inconsiderate authorities at 
Nanking had flooded the market with GY 200,000,000,000. 
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They did not hesitate to decree that all gold and silver in 
bullion or coin, as well as foreign monies held in China or 
abroad, had to be given up to the authorities at fixed quota- 
tions. Inter alia, one silver dollar handed in was rewarded 
by the authorities with one Gold Yuan in paper. One USA 
dollar would be exchanged against 4 Gold Yuan. Non- 
delivery of metallic moneys, or foreign currencies, would be 
punished by imprisonment. 

The emission of banknotes by the Central Bank of China 
commenced on August 19, 1948, in denominations of 10, 
20 and 50 cents, as well as $1, 5, 10, 20, 50 and 100. Part 
of the Gold Yuan notes was produced by the American 
Banknote Co. and dated 1945; apparently they were held 
in custody until 1948. But soon fiat money calling for 
Gold Yuan also was printed by the Central Trust Press 
and by local commercial printers. 

With the speedy progress of the galloping inflation in 
China it became essential that larger denominations should 


be forthcoming. Therefore GY500 and 1,000 bills were: 


issued in March, 1949, while higher denominations were 
placed into circulation as follows: GY 5;000 and 10,000 
appeared on April 1, 1949. But when this measure proved 
inadequate, still higher values were added to the chain, 
namely GY 100,000 on April 30, and GY 500,000 on May 6, 
1949. Within a comparatively short space of time, about 
40 different kinds of banknotes in terms of Gold Yuan were 
extant. The following is a complete list of such GY notes 
issued in China in the course of eight months, i.e. between 
August 20, 1948 and April 30, 1949; 


Denomination Kinds Dated Printed 
10 cents 1 1946 Thomas de la Rue & Co., London 
203.2%;; 1 1946 ” ” 

50 nS 1 1948 Central Trust Press, Shanghai 
GY Vi 1 1945 American Banknote Co., New York 
5 1 1945 A Pe 

10 3 1945 ” ” 
10 1 1948 Central Printing Co., Shanghai 
10 ut 1948 Chunghwa Book Co. Shanghai 
20 1 1945 American Banknote Co., New York 
20 1 1948 Central Printing Co., Shanghai 
20 a 1948 Chunghwa Book Co., Shanghai 
50 3 1945 American Banknote Co., New York 
50 1 1948 Central Printing Co., Shanghai 
50 1 1948 Ta Tung Book Co., Shanghai 
50 1 1948 Chunghwa Book Co., Shanghai 
100 2 1945 American Banknote Co., New York 
100 1 1948 Central Printing Co., Shanghai 
100 1 1948 Chunghwa Book Co., Shanghai 
100 1 1949 Central Printing Co., Shanghai 
100 1 1949 Ta Tung Printing Co., Shanghai 
500 1 1949 Central Printing Co., Shanghai 
500 1 1949 Chunghwa Book Co., Shanghai 
1,000 2 1949 ” ”, 
1,000 1 1949 Central Printing Co., Shanghai 
5,000 2 1949 ” ; » 
5,000 1 1949 Chunghwa Book Co., Shanghai 
10,000 5 8 1949 ” ” 
10,000 1 1949 Central Printing Co., Shanghai 
50,000 2 1949 » » 
100,000 1 1949 ” ” 
100,000 1 1949 Chunghwa Book Co., Shanghai 
500,000 1 1949 Central Printing Co., Shanghai 
5v0,000 1 1949 Chunghwa Book Co. 
1,000,000 1 1349 ” 


When the currency change to “Gold Yuan” was initiated 
(August 19, 1948), it was promised that the issue would 
always be covered by a 100% reserve; that no notes above 
GY 100 would be printed; the upper limit of 2 billion dollars 
would be observed; and there were other assurances given 
to a patient population. Not only were none of the re- 
gulations observed, but the authorities deliberately caused 
the breakdown of the entire economic fabric of China. 
Under such circumstances black-market transactions were 
the order of the day; many operators were thrown behind 
prison walls, and some even were shot for dealing in foreign 
exchange. But the real cause was to be found in mis- 
management by the Nationalist authorities, coupled with the 
alarming successes attained by the Red forces in the field, 
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The currency ‘reform’ of August 19, 1948, brought 
about by the desperate financial position of the Nationalists, 
culminated in the creation of a new currency unit, the 
Gold Yuan. Unfortunately, this misnomer had nothing to 
do with gold reserves and was, in its early end, positively 
no more worth the paper on which it was printed. Official 
action indeed proved a weighty effort (but only in connec- 
tion with the output of tons of paper money). The intended 
shake-up soon ended in a complete break-up. 

The following table, obtained from semi-official sources, 
clearly depicts China’s note-circulation and its rapid enlarge- 
ment between January of 1948 and July, 1949, when the 
Gold Yuan had to declare complete bankruptcy. 


1948 in CNC $. Unit: Billion 1949 in Gold Yuan. Unit: 1,000 
Jan. 40,940.9 20,821,562 
Feb. 53,928.7 59,663,510 
Mar. 69,682.1 196,959,526 
Apr. 97,789.9 2,037,105,741 
May 137,418.8 56,529,281,941 (May 20) 
June 196,520.3 130,304,643,904 
July 374,762,2 125, 124,637,254 
Aug. 604,000.0 
in Gold Units: 1,000 
296,817 
956,752 
1,595,386 
3,204,321 
8,186,333 


1 Gold Yuan was the equivalent of CNC $3,000,000. 


Remark: 


Amongst the many promises which the Government 
made when the change-over to the new Gold Yuan currency 
was commenced, was inter alia also the assurance that an 
independent committee, consisting of persons of high inte- 
grity, would control monthly the size of the new note cir- 
culation and check the metallic and security reserve held 
thereagainst. Actually, only three such inspections took 
place, and only three committee report was tendered to the 
public. The reason for this action (or rather, for its dis- 
continuance) almost certainly was, that the situation very 
soon turned so obviously desperate, that it became useless 
to confirm the existence of a chaotic and hopeless state of 
affairs. The first inspection took place on August 31, 1948, 
at Shanghai and was published in the Shanghai press by way 
of advertisement. For historical reasons the said report 
is cited herewith in its translation from the Chinese: 


“NOTICE 


First Inspection Report of the 
Gold Yuan Note Issue Reserve Supervisory Commission. 


In accordance with the Regulations Governing the Issue of Gold Yuan 
notes, the Commission met at the Issue Department of the Central Bank of 
China and inspected the reserve held against the Gold Yuan Note Issue on 
31st August 1948. The Commission issues the following report. 

Gold Yuan Notes Issued 
throughout China from 23rd to 3ist August 1948 = GY 296,817,201.40 
Cash Reserve (40%) 

Gold 593,634,402 ounces at US$ 35.- per ounce 
= US$ 20,777,204.07 = GY 83,108,816.28. 

Silver: 12,720,737.25 ounces at US$ 0.70 per ounce 
= US$ 8,904,516.075 = GY 35,618,064,30. 

Security Reserve (60%) 


Shares of China Textile Industries, Incorporated, valued-at GY 200,000,- 
000.00. = 


In accordance with Regulations issued by the Executive Yuan, the Com- 
mission is required to hold in custody: 

(1) Gold, Silver and Foreign Exchange totaling US$ 200,000,000, (This 
amount has been received from the Central Bank of China and in accordance 
with government regulations, has been lodged with the Issue Department for 
safe custody). 

(2) Shares of state-owned enterprises and Schedules of alien properties 
having a total value of US$ 300,000,000.00. (These securities have been re~- 
ceived by the Commission). 


The reserves held against the note issue of GY 296,317,201.40 form part of 
the total reserves which the Commission has received in safe custody. 


Gold Yuan Issue Supervisory Commission 
Chairman: (signatures) ” 
Members: 

September 6, 1948. 
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The Central Bank’s Silver Certificates 


After the fearful debacle brought upon China by the 
reckless issue of what turned out to have been worthless 
paper money in disguise of “Gold Yuan’, the Nationalist 
Government, then on the first stage of its flight to South 
China, realized that nothing but hard silver would satisfy 
its sorely tried citizens. Endeavors were therefore made 
to mint as fast and as much in the way of silver coins 
as silver reserves on hand would permit. Simultaneously, 
the authorities ventured once more to provide the public 
at Canton with newly designed paper money, styled “Silver 
Certificates”. These notes were not merely said to be 
promptly redeemable upon presentation in silver coin, but 
the Central Bank of China acted perfectly bona fide and 
promptly met such redemption demands. Nevertheless, 
forewarned by previous triste experience, people would not 
hold “Silver Certificates” longer than was essential. When, 
after a rather brief sojourn at Canton the Nationalists felt 
that they had to exchange domicile and move on to Chung- 
king (Szechuen), the moderate volume of silver notes in 
circulation fell to low figures. 


Between autumn of 1948 and summer of 1949, Can- 
ton’s media of payment consisted to all intents and pur- 
poses of banknotes issued by the British banks in. Hong- 
kong. But on July 4, 1949, the Central Bank of China in 
Canton issued new paper money, said to be redeemable 
against silver in Canton. The new scrip was styled “Silver 
Dollar Certificates”. The experiment was met by distrust 
by the public of South China, which had good cause for its 
attitude in remembering how badly it had fared during 
recent years through self-liquidating inflation. 


While the Nationalist Government reverted to silver as 
of July 4, 1949, one really cannot speak of a silver standard 
for China, for then the Nationalists constituted merely a 
refugee rump Government. The first officia] rate fixed by 
the Central Bank of China in Canton was 1 US$ equal to 
Chinese silver dollars 1.55 in coin or in silver certificates. 
One day later the quotation was altered to $1.45. How- 
ever, remembering government action with regard to pre- 
vious note issues, the public would not hold the new certi- 
ficates, striving to exchange same immediately against silver 
coin. For this reason the Canton circulation of the new 
notes remained very limited. 


The re-activated Canton Mint was then supposed to 
have daily been producing $70,000 in silver dollars (it was 
actually considerably less and lasted for a very brief space 
of time). But, as the refugee Government’s monthly ex- 
penditure then amounted to $45,000,000 in silver coin, the 
mint’s activity was scarcely a palliative, thus forming an 
additional reason why people fought shy of the new notes. 
At that time government revenue was practically nil. The 
Provincial Bank of Kwangtung issued subsidiary banknotes 
calling for redemption in silver money; but here the public 
also remained aloof.* 


According to the “Far Eastern Economic Review” 
(Hongkong) of October 27, 1949, silver certificates recently 
issued by the Central Bank of China in Chungking, were 
quoted at 70% of face value; while those circulated at Canton 
were quoted in the market at only 30% of face amount. 
Actually there was no need for such panic rates, because 
Canton silver certificates, when sent to Chungking, were 
promptly redeemed there against metal, and transfers to 
unoccupied places could be effected. But fears on the part 
of holders of Nationalist banknotes led to frantic actions 
and subsequent monetary losses. Actually, Chungking fell 


* See “Far Eastern Economic Review" (Hongkong) No. 2 of July 14, 1949, 
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JAPAN 


Industrially speaking, Japan is so much more highly de- 
veloped than other countries in the Far East that she occupies 
a unique position relative to United States policy in that 
area, As far as our Pacific defenses are concerned, it is 
not going too far to say that if we lose Japan we stand 
a chance of losing all. 

That there should be some anti-American feeling in 
Japan is inevitable. It is impossible in any country that 
has been occupied by a foreign power to avoid looking upon 
that power as “the conqueror.” This feeling will prevail, 
in greater or less degree, as long as large numbers of Ameri- 
can military personnel remain in the country. 

More significant than anti-Americanism: is the large 
reservoir of good will which we enjoy among the Japanese, 
due to the fact that when we occupied their country we did 
not pillage and plunder. Instead, we gave them food when 
they needed it and helped them develop their economy. 

The more thoughtful Japanese are aware that the mili- 
tary assistance which we are giving Japan is contributing 


to the Communist armies on December 1, 1949, causing 


the Nationalists to flee to Chengtu. 


However, when Chungking had to be abandoned hastily, 
and when the Nationalist Government had to escape from 
Chengtu (on December 8, 1949), the Silver Certificates 
issued by the Central Bank of China fell to 124% of their 
face value. Although the issuing bank did redeem the 
silver notes presented at its counter, people—instead of 
crowding outside in long queues—accepted heavy discounts, 
in order to avoid eventual further losses. 


The creation of the “Silver Dollar Certificate” did not 
involve any change from the last-existing silver money (1933 
standard dollar); this means that the dollar’s gross weight 
was retained at 26.6971 grams of silver with a millesimal 
fineness of 880, or 23.498448 grams of pure silver. Pro- 
vision was then made for the emission of subsidiary coins 
in denominations of 1, 5, 10, 20 and 50 cents. In addition, 
for the convenience of circulation, the Central Bank of China 
was authorized to issue silver yuan certificates in values 
of 1, 5, 10, 50 and 100 dollars, together with subsidiary 
certificates of 5, 10, 20 and 50 cents. These notes were 
to be backed by a 100% reserve, consisting of at least 60% 
in silver coins, or gold or foreign monies, while not more 
than 40% was to be represented by goods, negotiable instru- 
ments and warehouse warrants. 


It was decreed that silver yuan certificates would be 
freely redeemable on demand. In the event of the supply 
of silver coins becoming inadequate, redemption may be 
effected in gold at quotations to be announced by the Cen- 
tral Bank of China. All taxes and utility charges were to 
be met in silver yuan certificates.t 


+ Professor Yuan-Li Wu of Stanford, in his book “An Economic Survey of 
Communist China'’, New York, 1956, (fol. 84) opines that the issue of 
silver notes was no more than a futile gesture. The silver dollar notes 
soon became inconvertible, he states, and fell into complete disuse in 
October of 1949. This rather harsh statement might find mitigation if 
it is realized that very few of those silver certificates remained un- 
redeemed and that the main cause of such eventual neglect was to he 
seen in the unavoidable hasty departure of the Kuomintang authorities 


to safer pastures, 
(To be Continued) 
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substantially to the present prosperity of the country. At 
least 100,000 Japanese are given direct employment by our 
military expenditures and this financial contribution to the 
Japanese economy is substantial. 


United States Security Interests in Japan 


Specifically, it is essential to the United States that 
(1) Japan be militarily secure and allied to the United States, 
(2) that the Japanese economy be strong, (3) that the 
Japanese Government remain stable, (4) that Japan be 
able to defend herself against internal subversion, (5) that 
she be willing to contribute to the security of the Pacific. 

Some Americans are critical of Japan because she is 
spending less than the equivalent of 2 per cent of her gross 
national product for military purposes. They urge that she 
change her constitution, which at the present time forbids 
rearmament, in ord#r to enable her to create large and 
strong military forces. 

There is no question about the potential military capa- 
city of Japan. She is the one country in the Far East that 
has sufficient economic capacity to develop substantial mili- 
tary strength. It is important to note, however, that while 
military strength for purposes of self-defense as part of 
an over-all defense plan is highly desirable, the creation of a 
powerful aggressive military machine would be another 
matter. 

In fiscal year 1957 the United States plans to spend 
approximately $137 million for foreign aid in Japan, of 
which $3 million is for technical cooperation and the re- 
mainder is for military assistance. 


Economic Characteristics 


At the present time Japan is prosperous. Per capita 
consumption of food and clothing is higher than it was 
before the war, exports have increased phenomenally, and 
her balance of payments position is favorable. This pro- 
sperity is due (1) to Japan’s own efforts in balancing her 
budget and in controlling inflation, (2) to the high degree 
of industrial activity in the United States and western 
Europe, (3) to the fact that Japan spends only a small pro- 
portion of her nationa] budget for military purposes, and 
(4) to record rice crops. It is not explained by abundance 
of resources, for she is poor in natural resources and: there 
is little land that can be used for agricultural purposes that 
is not already being farmed intensively. The ratio of popu- 
lation to land is high and is increasing. 

Fundamentally, the economy of Japan is in a precarious 
position. Her principal resource is the skill and ingenuity 
of her people. She is particularly sensitive to economic 
conditions in other countries upon whom she is dependent 
for raw materials and markets. She is, indeed, the “Great 
Britain of the Orient.” 

One of Japan’s most fundamental economic needs is 
greater trade opportunity. If she is to survive with any- 
thing like a tolerable standard of living, she must export. 
Southeast Asia, her “natural market”, does not have the 
purchasing power to buy the goods which she must sell. 
The only other possibilities are to trade with the West or 
with Red China and Soviet Russia. Thus far, she has co- 
operated with the West in refraining from expanding her 
trade with the Communist bloc. 
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The Japanese are critical of the United States and 
western European countries because, while they are persuad- 
ing her not to trade with Red China, some of them are 
themselves trading via the back door. The fact that, even 
if there were no trade controls, Japan’s trade with Red 
China would not be large does not dispel the feeling that 
she is in a sort of economic strait-jacket as far as foreign 
trade is concerned. 


Imports from the United States into Japan are larger 
than Japan’s exports to the United States. In 1955, the 
former amounted to $643 million and the latter to $432 
million, a difference of $211 million. 


The Japanese are not impressed by our pronouncements 
in general terms in favor of a liberal foreign trade policy. 
They are more impressed by the antipathy prevailing in the 
United States and European countries against Japanese 
exports. 


United States Aid Programs 


The approximately $3 million that we are presently 
spending on economic assistance in Japan is being spent for 
the most part on the productivity program, which was 
initiated late in 1954. Under it Japanese leaders are 
brought to the United States for the purpose of studying 
American production techniques. In return we have sent a 
number of industrial specialists to Japan. Over 80 such 
productivity teams have participated thus far. It was sur- 
prising to be told repeatedly by Japanese industrialists that 
their ability to compete in world markets requires greater 
reliance upon American productivity and management tech- 
niques. 

For the most part, the Japanese are enthusiastic over 
the productivity program. They have contributed substan- 
tially to it, covering about 10 per cent of its cost last year. 
They plan to contribute a considerably larger share this 
year. 


One of the valuable by-products of the program is that 
it enables the Japanese to become better acquainted with the 
United States and makes friends for us in Japan. Its cri- 
tics are the Communists who try their best to identify it 
as colonialism. 


There is ample justification for continuing this econo- 
mic aid. 


Observations and Recommendations 


One does not have to remain in Japan for any great 
length of time before hearing criticism of the United States 
because of the so-called “Okinawa problem.” Okinawa is 
of vital importance to the United States militarily and all 
problems concerning it, whether military or civilian, need 
to be solved before they fester and become major issues. 


Emotionally, the Japanese still regard Okinawa as a 
part of Japan. Our critics make much of the fact that it 
is still under military, as opposed to civilian, control. The 
presence of our military forces in Okinawa unavoidably sub- 
jects us to enemy propaganda to the effect that we are one 
of the few colonial powers left in Asia. 


Okinawa, with approximately 600,000 Okinawans 
cramped into a small area, made even smaller by our use 
of land for airfields and other military installations, faces 
a serious land problem. 


The issue of reversion of Okinawa to Japan has been 
magnified by the unfortunate bad timing of the recent so- 
called Price Report, suggesting as Okinawans themselves had 
suggested several years previously, that the land be pur- 
chased, rather than leased, by the United States. 
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This report, issued by a Congressional Committee, 
probably would have been less objectionable if it had been 
better timed. It was issued while Japanese elections were 
being held and played directly into the hands of critics of 
the United States. Some Okinawans are now demanding 
what amount to life annuities in exchange for their land. 


It is alarming that in Okinawa, the one place in the 
Pacific where the United States is in undisputed control, 
left-wing activity is prevalent. The City of Naha elected a 
mayor with Communist leanings. 


To aggravate the situation, the U.S. government has 
three scales of pay on the island. Americans receive the 
highest pay, Filipinos next highest, and native Okinawans 
the lowest of all. Such an un-American way of compensat- 
ing labor cannot be justified. Inevitably, the Okinawans 
are made to feel that they are third-class citizens. It 
violates the fundamental American principle of equal pay for 
equal work. This situation should be corrected. 


We should make it clear, once and for all, that Okinawa 
is of vital importance to us and that we intend to stay there. 
The land question needs to be settled quickly and definitely. 
Unless this is done we shall continue to-hand an issue to 
the Communists on a silver platter and to supply Japanese 
politicians with ready-made anti-American propaganda. 


Until] now we have been content to let our military 
make over-all policy decisions regarding Okinawa. The time 
has arrived when civilian judgments might be of greater 
value than military in determining matters of civilian policy 
for Okinawa. 


The United States, working in cooperation with other 
countries of the free world, should do all in its power to 
make it possible for Japan to sell her merchandise in the 
world’s markets. This does not mean that our markets, and 
those of other countries of the West, should be thrown 
open to al] Japanese goods in unlimited quantities. Nor 
does it mean that we must resort to a quota system. But, 
more original and tolerant thinking on our part than we 
have manifested up to now is necessary if we are to evolve 
a formula that will afford market opportunities to Japan 
and, at the same time, diffuse the competitive effects over 
our entire economy instead of allowing a few vulnerable 
domestic industries such as textiles and pottery to bear vhe 
full competitive impact. In Japan, direct assistance is less 
important than these other aspects of our relations with 
that country. 


KOREA 


Korea presents an especially critical problem to the 
United States. What we do, or fail to do there, militarily 
politically, and economically, will have tremendous effect 
throughout Asia and the free world. 


Prior to Japanese occupation, the Korean peninsula was 
a single nation, possessed of a proud history extending over 
many centuries. The Korean culture contributed much to 
the cultures of China and Japan. Early in the 20th century, 
the nation was taken over by the Japanese who kept it under 
their contro] until the end of World War II. The Koreans 
resisted Japan in many ways and never acknowledged that 
they were a permanent part of the Japanese Empire. 


Prior to the period of Japanese domination, American 
missionaries had established the beginnings of strong Chris- 
tian groups and had founded schools and colleges which, 
although repressed during the period of Japanese domina- 
tion, continued to operate. The presence of American mis- 
sions, schools, and colleges identified America and Americans 
in the eyes of many Koreans as their best friends, 
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At the end of the war in 1945, the Soviet Union and 
the United States agreed that the former would assume 
responsibility for evacuating the Japanese from Korea north 
of the 38th parallel, and that the latter would assume that 
responsibiilty south of the line. 


From what we know now, it had long been the desire 
of Communist Russia to control the industrial potential of 
northern Korea. So, what had appeared at the time to be 
a logical and temporary division of responsibility, actually 
permitted the consummation of a long-time Soviet desire, 
and the Communists dug in on their side of the line. 


We moved our troops out of Korea soon after the esta- 
blishment of the Republic of Korea and, in June, 1950, the 
Communists moved in. The result was the Korean War, in 
which 32,000 Americans held, and many times that number 
were wounded or injured. 


After we and our allies succeeded in pushing the ag- 
gressors back to the Yalu River, intervention by the Chinese 
Communists changed the complexion of the conflict and 
eventually resulted in an armistice and the establishment 
of a truce line approximating the 38th parallel. 


South Koreans may be divided on some issues, but there 
is no division in their recognition of Communism for what 
it is and in their dedication to resisting it. 


They know that, without assistance from the United 
States, they would be in an impossible situation. Directly 
north of the demarcation zone is a Communist army which 
is better equipped than they in terms of airfields, air sup- 
port, and modern military equipment. They know that their 
own military forces are dependent upon American air support 
in far-away Japan or Okinawa. They fee] that they are 
as competent as the Communists to use modern aircraft 
and other military weapons if only they had them to use. 


Koreans feel certain that as long as American troops 
are present in Korea they will not be abandoned to the 
Communists should the Communists decide to move. 


They know that without United States aid it will not 
be possible for them to establish a viable civilian economy. 
They are worried about statements that are made from 
time to time by responsible persons in the United States 
regarding the possibility of terminating, or drastically cur- 
tailing, U.S. aid. 


United States Security Interests in Korea 


There still exists in Korea a state of suspended war, 
with a line of demarcation traversing the Peninsula at ap- 
proximately the 38th parallel. 


The United Nations forces have continued to comply 
with the terms of the Armistice Agreement, which specifies 
that old equipment may be replaced only by equipment of 
the same type. In consequence, we now have there an as- 
sortment of largely obsolete World War II type military 
weapons. We have not added to the number of airfields 
and we have replaced worn-out aircrafts with aircraft of 
the type in vogue during the Korean War. 


The Communists, however, have openly, flagrantly, and 
continuously violated the terms of the Armistice Agreement. 
They have buiJt new airfields and have moved into North 
Korea large numbers of modern jet aircraft and other 
modern military equipment. They have actually fortified 
some of the positions within the neutral zone. 


Political Characteristics of Korea 


President Rhee effectively holds the reins of power and 
personally makes most of the Government’s decisions. At 
times this has been advantageous to the United States, for 
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he has been able to hold his government together on a 
strongly anti-Communistic basis. 


On the other hand, his extreme anti-Japanese attitude 
has made difficult the development of more satisfactory 
Korean-Japanese relationships. 


Since there is an acute shortage of experienced people 
to manage its affairs, the Government is relatively inefficient 
and often indecisive. Government officials are grossly 
underpaid with resulting temptations for graft and corrup- 
tion. 


Economic Characteristics of Korea 


The military program has an important relation to the 
economic situation of the country. Over 50 per cent of 
the national ROK budget is for military purposes. 


Reduction of military expenditures, if that ever be- 
comes feasible, would reduce governmental expenditures and 
other skills, available for developmental purposes. 


The release of skilled manpower from the armed forces 
would assist the development of the civilian economy. On 
th other hand, the release of unskilled manpower would 
aggravate the already serious unemployment and under- 
employment problem. 


As long as the country is divided, and as long as it 
is necessary that it devote so large a share of its national 
income to military purposes. it is an open question as to 
how long it will be before Korea can become economically 
self-supporting. 


The net balance-of-payments deficit, which exceeded 
$300 million in 1956, can be narrowed by reducing the 
need for imports and by encouraging exports. Several 
major import-saving projects are now under way which can 
reduce Korea’s import requirements significantly in a few 
years. Efforts are also being made to increase exports, 
although this is difficult owing to the limited resources of 
the country and to the difficulty of developing markets 
abroad. Rice, minerals, marine products, and hendicrafts 
are most promising, but it will be several years before ex- 
ports can be expanded appreciably. 


Political differences with Japan are an impediment to 
trade. 


The hwan currency is overvalued in terms of dollars, 
which places a premium upon imports, discourages exports, 
and aggravates the impediments to economic development. 
At present the exchange rate is being held at 500 hwan to 
one U.S. dollar. A more realistic rate would be between 
650 and 800 hwan to one dollar. 


There has been virtually no foreign investment in’ Korea 
since the end of World War II. The recent signing of the 
Treaty of Friendship, Commerce, and Navigation with the 
United States and the negotiation of an Investment Guaranty 
Agreement may remove some of the obstacles to foreign 
investment. 


The Government has indicated that it intends to enact 
a foreign investment law which, it is hoped, will provide 
some incentive for foreign enterprises to invest in the 
country. Even after these legal steps are completed, how- 
ever, many impediments to foreign investment will remain, 
particularly military and political instability and the limited 
resources and purchasing power of the country. 


Over-all industrial production today in South Korea 
exceeds the pre-Korean War level. Agricultural production 
has increased slightly since 1949, but is still considerably 
lower than in the peak year, 1938. The rate cf growth 
of total nationa] output continues to be slow. 


———————e 
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United States Aid Programs 


Our military and economic aid programs, as a whole, 
in Korea, are costing approximately $800 million per year. 


The objectives of our aid programs in Korea are (1) 
to strengthen the Korean armed forces, (2) to make it 
possible for the Korean Government to assume an increas- 
ing share of the country’s defense costs, (3) to increase 
the capacity of Korea to. support itself economically, (4) 
to assist in the attaining of economic stability, and (5) 
to provide training for Korean Government administrative 
and technical personnel. 


After the conclusion of the Armistice Agreement in 
1953, the United Nations and later the United States em- 
barked upon a massive program of relief and reconstruction 
in South Korea. As a consequence, most commercial, trans- 
portation, and communications facilities have been repaired 
or rebuilt. This is not true of housing, which continues 
to be in critically short supply. 


For al] practica] purposes, we have completed the relief 
and reconstruction phase of our aid program and are now 
entering the more difficult phase of economic development. 
Progress is being made in some fields, particularly coal, elec- 
tric power, transportation, textiles, flour-milling, and the 
manufacture of a variety of products for local consumption. 


Korea now has the second largest ar in the free 
world, numbering over 700,000 men. It is heavily depen- 
dent upon our aid program for its support and maintenance. 


The American people should be aware that to maintain 
an American army in Korea, equivalent in terms of man- 
power to that being maintained there now by the Republic 
of Korea, with American support, would cost between 6 
and 10 times as much as at present. Koreans make good 
soldiers and when well trained and equipped constitute an 
effective fighting force. 


On the economic side, we are spending approximately 
$300 million a year in Korea. In fiscal 1956 approximately 
$100 million of economic aid was for project assistance and 
$185 million for non-project assistance. The bulk of the 
project assistance is in the field of industry, mining, and 
transportation, 


Even though development progress is slow, it seems to 
be moving in the right direction. 


Effectiveness of the Aid Program 


It is evident that the United States has little alternative 
but to maintain strong military forces in Korea. To remove 
this military strength would rob the Korean people of hope, 
as well as destroy the hope of other peoples in Asia who 
are determined to resist Communism. 


We are not showing ordinary intelligence, however, if, 
in continuing to support a great Korean military organiza- 
tion, we do not provide them with the most modern equip- 
ment and facilities. The decision should be made at once 
to equip our own forces, and those of the Republic of 
Korea, with the most modern equipment and weapons of 
war, including adequate modern jet air force support. 


In the event of any resumption of the Korean War, 
who will assume responsibility for explaining to American 
families whose sons wil] be needlessly lost because of our 
failure to supply modern equipment and support? 


It is strongly urged that we not be “penny-wise and 
pound-foolish” in training the soldiers of the Republic of 
Korea. If it is true that only a fraction of the ammuni- 
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tion normally required for training purposes is now available 
to the ROK Army, with the result that their artillery 
sections are not being adequately trained, then failure on 
our part to provide sufficient funds, sufficient equipment, 
sufficient ammunition, and sufficient supplies to train an 
adequate army may easily result in reliance on our part upon 
a military effectiveness that may not be there when needed. 


Our programs, both military and civilian, would be 
more effective in Korea if the staff members responsible 
for their execution were on the job for longer periods of 
time. At the present time the tour of duty for civilian 
personnel in Korea is only 18 months. Korea is designated 
as a “hardship post” and, with few exceptions, personnel 
are not permitted to have their families with them. It is 
felt that a longer tour with accompanying families would 
be in our best interest. 


One of the greatest needs of the Korean people is the 
acquisition of management skill, as well as technical, ‘‘know- 
how.” The Koreans are an intelligent and adaptable people. 
The need to have not only technical “know-how;” they need 
to know how to apply it. This does not mean that there 
should be any lessening of encouragement for sending bright 
young Koreans to American universities for study. There 
is, however, a greater need for other Koreans, or maybe 
the same Koreans, after they have completed their academic 
training, to have practical] experience in American operations. 
Particularly, they need to be exposed to- good on-the-job 
management experience. 


Recommendations 


1. Every effort should be made, short of war, to bring 
about the reunification of north and south Korea at the 
earliest practicable moment. Military and economic pro- 
blems become more soluble in a united Korea than they are 
in half of a divided nation. If Korea is to remain per- 
menently divided, the cost to the United States for United 
States forces in Korea, for the maintenance of a great ROK 
military organization, and for the development of a viable 
industrial economy will remain very high for many years, 


2. It is urged that in view of the violation by the 
Soviet Bloc of the terms of the Armistice Agreement that 
we ignore the prohibition in the Armistice Agreement which 
prevents us from sending to Korea modern weapons and 
modern air force units in order to place our forces on a 
par with the opposing forces, 


3. It is urged that the ROK Army be maintained 
adequately with such supplies, equipment, ammunition, et 
cetera, as are required for effective training as a combat 
force. 


4, The highest possible priority should be given to an 
adequate economic program in order to encourage progress 
toward the development of a viable civilian economy in the 
Republic of Korea, 


If this program is to succeed, first consideration should 
be given to the maintenance of dedicated direction, both in 
the Embassy and in the Office of Economie Cooperation. 
Our program in Korea has suffered through the frequent 
turnover of personnel. Steps should be taken to induce 
adequately trained persons to remain on the job longer 
than 18 months. This means that genuine efforts must be 
made to provide adequate housing and other living accom- 
modations for the families of staff members. 


5. It is evident that -electric power plants, cement 
plants and fertilizer plants, and other large operations are 
needed, but the construction of the physical propetties is 
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not sufficient. Korean personnel must be trained to operate 
them and the training should be proceeding while construc- 
tion is under way. This would make it possible for Koreans 
to take over .actual operations as soon as possible after 
the projects are completed. 


6. In Korea the best sources for “know-how” and 
management experience is in successful small businesses. 
Since there is almost no investment capital in the country 
and since there is not now a climate likely to attract foreign 
capital except in a few key areas, it is urged that our aid 
program encourage small and independent business opera- 
tions. 


7. A comprehensive geological survey of the resources 
of Korea should be given high priority. 


8. Determination of electric power rates, freight rates, 
and the price of coal by legislative bodies leaves something 
to be desired. The Koreans should be urged to establish a 
Public Utility Commission, or Commissions, to free deter- 
mination of rates from political influences. 


9. The Korean foreign exchange rate is being kept 
artifically high. As long as this continues, the effectiveness 
of much of our economic aid is minimized. Pressure should 
be exerted upon the Korean Government to maintain a more 
realistic foreign exchange rate. 


Conclusion 


The people and the Government of the United States 
should recognize that in Korea, and in the Koreans, there 
is a nation and a people that look in only one direction for 
leadership and assistance, and that is to the United States. 
They place their faith and their hope in the future in our 
hands, insisting only that they not be surrendered to the 
Communists. 


Our military commanders have confidence in the Koreans 
as soldiers, sailors, airmen, and marines, given the proper 
training and the proper equipment. 


It is evident that with training and encouragement, 
they can operate machines and industries and do all the 
other things that are required to operate a free industrial 
society. 


The Korean problem is peculiarly an American pro- 
blem. From every standpoint—military, economic, and 
humanitarian—we should work in cooperation with them, 
assisting them to the degree required to make it possible 
for them to help themselves develop a society that will as- 
sure their people freedom, hope, and opportunity. 


This does not mean that we must go on forever ex- 
pending hundreds of millions of dollars in Korea. But we 
should spend what is required and that will be in substan- 
tial amounts for some years to come. 


TAIWAN (FORMOSA) 


Taiwan is one of the key links in our chain of alliances 
and defenses in the western Pacific. Since 1949, when the 
Communisis seized control of the mainland, it has been the 
seat of the Chinese Nationalist Government. 


Our intention from the start in Taiwan has been to 
prevent it from being taken over by the Communists, This 
has been accomplished. 


Mainland China has disappeared behind the Iron Cur- 
tain, but there still remains in Taiwan, on the side of the 
free world, a sizeable territory with a large Chinese popula- 
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tion (over 10,000,000) under the control of the Government 
of Nationalist China and with a strong military force buoyed 
up by frequently repeated Chinese declarations of intention 
to liberate their homeland across the Straits of Formosa. 
Approximately 80 per cent of the present population of 
Taiwan were born there. 


In December 1954, a mutual defense treaty was signed 
by the United States and Free China in which there was 
agreement upon a military program to serve the best in- 
terests of both Taiwan and the United States. 


Free China is a better military and economic risk than 
Americans have been led to believe by the preponderance 
of publicity. Our military feel that the Chinese Nationalists 
are an effective military force. They have a burning desire 
to return to the mainland. They, as is the population as a 
whole, are vigorously anti-Communistic. 


United States Security Interests 


Taiwan is a vital link of the front-line defense of the 
free world against the Communist bloc in the Far East. 


It is desirable for us to support Free China militarily 
and to do everything feasible to stimulate its economic de- 
velopment in order to give effectiveness to that support. 


Economic Interests in Taiwan 


The economy of Taiwan would be able to stand on its 
own feet, if it did not have to maintain a large military 
establishment. It will not be able to do so, however, as 
long as the military burden is as large as it is now. It is 
in our own self-interest, therefore, not only to support the 
Taiwan economy at its present level, but also to assist it 
in growing and in developing a greater degree of. viability. 


The more successful our economic programs are, the 
greater will be the share of military costs that Taiwan will 
be able to bear, and the smaller will be the demands upon 
us for direct military assistance. 


Objectives of Free China 


The objectives of the foreign policy of Nationalist China 
appear to be: (1) to exploit whatever opportunities may 
arise to weaken the Chinese Communist regime and to create 
a situation favorable to the return of the Government of 
the Republic of China to the mainland, (2) to preserve the 
identity and integrity of the Government of the Republic 
of China through the maintenance of its position in inter- 
national affairs in the United Nations and other interna- 
tional organizations, (8) to secure the largest possible sup- 
port from the United States, (4) to retain the loyalty 
of the Chinese people, not only in the overseas Chinese 
communities of Southeast Asia, but also on the mainland, 
and (5) to heighten among the non-Communist nations of 
Asia opposition to Communist aggression and support for 
its own position vis-a-vis the Chinsee Communists. 


The situation in Hungary has stimulated, and intensi- 
fied, the desire of the Free Chinese to return to the mainland 
as victors over Communism. 


Economic Characteristics of Taiwan 


Approximately one-half of the population of Taiwan 
live on farms. As a result of the land reform movement, 
farm tenancy at the end of 1955 had been reduced by 21 
per cent so that the area under tenancy now accounts for 
only 16 per cent of the total arable land on the island. 


Although the plane of living for most people is low 
by western standards, there is not much abject poverty on 
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Taiwan. If it were not for the necessity of carrying such 
a huge military burden, Taiwan could be self-supporting. 


Development plans rely primarily upon greatly expanded 
industrial production to provide more employment and better 
living standards for the rapidly growing population, as well 
as to improve Taiwan’s international payments position. 


Although the main island of Taiwan is 100 miles from 
the mainland, the Chinese who came from the mainland 
in 1949 brought with them large quantities of transport, 
manufacturing machinery, and management “know-how.” 
This provided a strong foundation for economic develop- 
ment. 


In 1955 the industrial sector contributed one-third of 
the total national domestic product compared with two- 
thirds contributed by agriculture, although the relative im- 
portance of industry in the economy is increasing. 


To establish the necessary base for industrialization, 
electric generating capacity has been increased by 70 per 
cent over the wartime peak, and substantial additional capa- 
city is being installed and planned. Also, there are plans 
and programs for improving harbors, railroads, highways, 
tele-communications, fertilizer plants, shipyards, and manu- 
facturing enterprises. 


Private investors, principally overseas Chinese, have ex- 
panded the cotton textile industry since 1951 to the point 
that the island not only is self-sufficient in standard textile 
lines but also has an export surplus. 


Chemical fertilizers, which before the war were im- 
ported from northern Korea, are being produced domestically 
in ever larger amounts. Present plans for expansion con- 
template increasing production of fertilizer from 168,000 
tons in 1955 to 420,000 tons by 1958. 


An affiliate of an American  ship-building corporation 
recently signed a 10-year lease for the Keelung shipyards 
and has announced plans to construct, initially, two 32,500- 
ton oil tankers, 


The industrialization effort is being made largely through 
Government enterprises. Our advances, therefore, in large 
measure, are through enterprises that are controlled by the 
Government, 


There was a deficit in the international balance of pay- 
ments of Taiwan in 1955 of approximately $70 million 
(U.S.) with exports amounting to approximately $123 mil- 
lion and imports at $193 million. Because of smaller rice 
pores it is expected that the deficit for 1956 will be slightly 
arger. 


Many Chinese are not attracted to the corporate method 
of doing business. They prefer the old family method ap- 
parently feeling that they can trust members of their families 
more than they can trust outsiders. 


United States Aid Programs 


Taiwan is the recipient of one of our largest foreign 
aid programs, amounting to approximately $300 million in 
fiscal 1956, of which more than 80 per cent was for military, 
purposes. 


The objectives of the United States economic aid pro- 
gram in Taiwan are to increase productivity in agriculture 
and industry, with the ultimate goal of creating a viable 
economy capable of supplying the island’s ordinary economic 
needs. 


Over 10 per cent of the economic aid given to Taiwan 
since 1950 has consisted of machinery and equipment for 
the development of power, industry, and mining. 
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The Joint Commission on Rural Reconstruction (The 
JCRR) is doing an excellent job. Local people are taking 
part in the program. They are enthusiastic about it and, 
since it is a joint program, it affords no opportunity for 
criticism of the United States. Particularly impressing is 
the “land-to-the-tiller” program. Over 40 per cent of the 
funds expended on this work are contributed by the JCRR, 
the remainder being provided locally. The Commission 
makes loans, rather than grants, whenever possible. 


Technical cooperation represents a small, but signifi- 
ficant, part of the economic aid program. Im fiscal 1957 
approximately 4 per cent of the $83 million of ICA-pro- 
grammed aid is scheduled for such activities. The aid 
includes the services of a team of about 25 engineers from 
an American engineering company, which has provided much 
of the technical skill needed in the planning and execution 
ef industrial development, 


It also includes the services of over 100 American con- 
tract personnel, comprising technicians provided by United 
States manufacturers of equipment, engineers, consultants, 
and specialists from such government agencies as the Bureau 
of Reclamation and the Forestry Service. 


Effectiveness of the Aid Program 


There seems to be better planning in Taiwan than in 
some other areas. The programs have had the advantage of 
more practical “know-how,” particularly that contributed 
by private consulting engineers, 


The total volume of industrial production in Taiwan 
is now much higher than the highest level reached during 
the period of Japanese rule. Electric power is double the 
peak production under the Japanese and production of 
chemical fertilizers has risen five-fold. Production of tex- 
tiles has risen more than ten-fold. 


It was disconcerting to find that electzic pewer rates 
are determined by the Legislature, with little direct rela- 
tionship between rates, costs, and profits. There seems to 
be little appreciation for the necessity for taking rate- 
making out of politics by setting up a regulatory commis- 
sion. 


Recommendations 


1. The determination of electric power rates and of 
coal prices by the Legislature, or by politically motivated 
commission, is bad. Rate-making and price-fixing should be 
removed as far as possible from the realm of politics. We 
urge that the desirability of establishing independent com- 
missions for such purposes be called to the attention of 
the Free Chinese Government. 


2. Our program for disposal of surplus commodities 
needs realistic re-examination. To the extent that food- 
stuffs and other materials are furnished to people who need, 
and want them, the program is good. However, when the 
program is administered in such a way as to give the im- 
pression that certain surplus commodities are being forced 
upon a country in order to solve our own surplus problem 
at home, more harm than good results. 


3. We must be careful in superimposing our own cor- 
porate system of business enterprise upon a country that 
for many generations has followed a quite different system. 
The Chinese are not disposed to favor the corporate system, 
but prefer their own family system. This is not to say 
that we should follow the family system in our aid program, 
but that we must be careful not to ignore it. 


4, Fisheries and forestry are in need of development. 
Increased domestic production of both fish and wood pro- 
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ducts would assist in solving the balance of payments 
problem by making it possible to use domestically produced 
products instead of imports, thereby conserving foreign 
exchange. 


Conclusions 


It is important to the United States that Taiwan be 
kept out of Communist hands, not only because of its strate- 
gic importance, but because as “Free China” it exerts a 
strong psychological pull upon the 500 million Chinese under 
Communist rule and also upon the whole of Southeast Asia 
where millions of “overseas Chinese” reside. 


The Free Chinese armed forces represent the strongest 
anti-Communist military force in Asia, outside of Korea. 
Assistance to this force is a good military investment. As 
in Korea, expenditures for military assistance are high but 
are much Jess than would be the cost of maintaining Ameri- 
can military forces there. 


THE PHILIPPINES 


Throughout the dark days of the war with Japan the 
the vast majority of Filipinos remained faithful to the cause 
of freedom. Many Americans who were imprisoned by the 
Japanese were kept alive through the faith and courage 
of Filipinos, who provided food and other supplies, fre- 
quently at the risk of their own lives. Im 1946 with the 
end of the war, the United States voluntarily gave the 
Philippines their independence, thus honoring a pre-war com- 
mitment, 


There can be no question about the loyal friendship 
on the part of the vast majority of Filipinos for the Ameri- 
can people. This friendship is sometimes obscured by the 
fact that some self-seeking Filipino politicians succeed in 
getting on the front of the stage by making it appear that 
the United States, somehow or other, is negligent in co- 
operating with the -Philippines. 


It is important to both the Philippines and the United 
States that there be understanding between the two coun+ 
tries. Our relations with the Philippines are unique. What- 
ever happens there, good or bad, redounds to the credit or 
criticism of the United States. 


United States Military Interest in the Philippines 


The Philippines are an integral part of the are of 
United States defenses in the Pacific. It is important that 
the United States have airfields, naval] bases, and other *mili- 
tary installations in the Philippines ready for immediate use 
in the event of a military emergency. 


The defense of the Philippines, like the defense of 
Korea and Taiwan, can be considered intelligently only in 
the light of the military, political, and economic picture in 
the Pacific area as a whole. 


Some Americans have been critical of the Philippine 
Government for keeping its defense budget so small (about 
2 per cent of the country’s gross national product). The 
Government puts greater emphasis upon economic develop- 
ment and sound reform measures, and upon the military as 
an internal defense against Communism, than upon a strong 
military force for external use. 


United States Economic Interest in the Philippines 


The interest of the United States in the economy of the 
Philippines is a part of its larger, over-all defense interest. 
Almost as great in importance is its interest in maintaining 
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a strong Philippine economy because of the “showcase” posi- 
tion which that economy occupies as a recent ward of 
the United States. 


United States-private direct investments in the Philip- 
pines amount to over $200 million and net annual capital 
inflows have averaged about $20 million during most recent 
years. Investments are concentrated largely in agriculture, 
mining, public utilities, and commercial trading. 


Political Characteristics of the Country 


The political situation in the Philippines today is re- 
latively stable. A small number of families either own or 
control most of the land. They exert great influence upon 
the political life of the country also, controlling both houses 
of the Legislature. 


Communist influence is not great in the Philippines, 
outside of a few remaining Huks. Even they are more akin 
to ordinary bandits than they are to Communists. 


The Filipinos are Nationalistic, but their Nationalism 
is built against a background of friendship for the United 
States. 


Economic Characteristics 


Generally speaking, economic conditions in the Philip- 
pines today are favorable, largely due to the efforts of the 
late President Magsaysay, who has succeeded in giving hope 
to the Philippine people. 


The potential for economic development in the Philip- 
pines is tremendous and it is to our own interest to do all 
that we can to assist the Filipinos in realizing that poten- 
tial. 


Over 70 per cent of the population of the Philippines 
are engaged in agriculture and agricultural products account 
for over 40 per cent of the country’s gross national product. 
Production is heavily concentrated in a relatively few com- 
modities. The economy is not diversified. Rice, meat, fish, 
and many other products still have to be imported. 


Although in a few areas there is a rather serious over- 
population problem, there is sufficient good agricultural land 
to support a much larger population than at present. The 
country is rich in mineral and timber resources. 


There are many well-educated people in the Philippines 
but there is a shortage of experienced scientists, engineers, 
and top-management leaders. 


There is considerable unemployment and _ under- 
employment. Since the economy has not been developing 
rapidly there is difficulty in creating jobs to absorb net 
additions to the labor force, not to mention absorption of 


the present backlog of the under-employed. 


As in other parts of the Orient, there is a “family ap- 
proach” to business, as opposed to the corporate approach 
characteristic of the West. 


Unlike many other countries, the Philippine Govern- 
ment is not pushing industrialization so much as it is a 
balanced economic growth. 


The Philippine economy is characterized by chronic 
balance-of-payments difficulties, which, of course, lead to 
foreign exchange problems. These difficulties arise from the 
country’s basic economic structure. Lack of diversity in 
production and the fact that exports consist of only a few 
products selling in world markets characterized by inelastic 
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demand, together with a pressing need for a wide variety 
of imports, make for chronic imbalance in the jnternational 
accounts. 


US Aid Program 


In fiscal 1957 military assistance to the Philippines 
amounts to $29.5 million. Defense support accounts for 
another $25 million and technical cooperation for $5.9 
million, a total of $60.4 million. 


Military expenditurés in the Philippines by the United 
States are considerably lower than those which it is making 
in Korea, Taiwan, or Japan; this is a sore point with the 
Filipinos. Rightly or wrongly, they think that they should 
be receiving as much aid from us, proportionately, as other 
countries in the western defense system. 


The Filipino military leaders have asked the United 
States for assistance in building up a military force of some 
170,000 men. They want the United States to provide the 
equipment and support. As the late President Magsaysay 
has put it, they are willing to supply the manpower if we 
will supply the finances. 


United States representatives have indicated that we 
are prepared to take over the cost of the military “hard 
goods,” but are not willing to take over the cost of the 
“soft goods’ and other costs. 


Aid on the non-military side is pointed toward three 
objectives, namely: (1) industrialization, (2) raising living 
standards, and (3) improving governmental practices. 


On the economic side, the first problem is to increase 
the production of rice. There are many small subsistence 
farmers, working farms consisting of less than 3 hectares, 
who are just emerging from the feuda] system. Because of 
a lack of incentive in the way of fair prices, access to credit, 
et cetera, it has been difficult to get rice to market. Agri- 
cultural credit facilities have been provided and now con- 
stitute a central part of our aid program. 


There is a shortage of commercial fertilizer. Most of 
that which is available is used for the raising of sugar and 
pineapple. Little, if any, is used on other crops. 


Emphasis is being laid upon rural development as the 
most important single means of raising living standards. 
Land reform and development of the extension program of 
the Department of Agriculture are wel] under way. 


On the industrial development side, attempts are being 
made to establish new manufacturers, increase the produc- 
tivity of existing firms, and to assist in industrial financing. 


Public Health and Community Development 


There has been a comprehensive reorganization of the 
Public Health services. Reports indicate that the health 
program has been highly successful. Each Province has 
Public Health personne] working at the barrio (community) 
level. 


Community development work is moving along rapidly. 
The people in the barrios who are working on this program 
report to a presidentia] adviser. There are also community 
development councils at various levels. 


Another important aspect of the aid program is assis- 
tance in the establishment of third-country training pro- 
grams. Some Americans on the ground believe that better 
results are obtained when training problems are tackled on 
the basis of “Asians to Asians,” rather than on the basis 
of “Westerners to Asians.” 


727 


Over 1,200 Filipinos have been sent overseas, primarily 
to the United States, for training purposes. Not all of them 
are students; many of them are people who are already 
prepared to take advantage of advanced training. 


In 1955 more than 200 people from other countries in 
Asia went to the Philippines for training. It was stated 
that one of the big advantages of this approach to the 
problem of development is that it helps eradicate the feeling 
that the Philippines are still a colony of the United States. 
The training which we are assisting is primarily technical 
and vocational. Even with their limited trained manpower 
resources, the Filipinos have cooperated in this program at 
their own expense. 


Effectiveness of the Aid Program 


Our aid program in the Philippines is progressing about 
as well as can be expected in view of the difficulties inherent 
in the situation. 


Unlike Japan, the Philippines are rich in natural re- 
sources. Great strides are being made and, given enough 
time and patience, we can reasonably expect that the Philip- 
pine economy will eventually become fully viable and con- 
stitute a strong link in the chain of western defense. 


Recommendations 


1. There is urgent need of tax reform. The failure 
of domestic capital to seek investment in industry is ex- 
plained in large part by the fact that the present tax system 
makes it possible for much real wealth to remain untaxed, 
or to be taxed at very low rates. If real estate were to 
pay its fair share of the tax burden, capital would tend to 
find its way into private investment in industry and the 
country would be more likely to develop. 


2. It is questionable whether the criticism that some 
Americans level at the Filipinos for not spending a larger 
proportion of their national budget on military defense is 
altogether logical. Although there is much 19 be said for 
inducing the Philippine Government to spend a larger pro- 
portion of its budget on military preparedness, the desire 
to put greater emphasis on improving health, roads, educa- 
tion, and economic conditions of the lower income groups 
deserves commendation. 


The Filipinos want to build up their military forces— 
ground, sea, and air—and are willing to furnish manpower 
for forces beyond those required for their own defense if 
the United States will provide the equipment and financial 
support required to maintain them. 


This seems to be an equitable proposal in view of 
the fact that similar practices are being followed in Korea 
and Taiwan, and it is recommended that the makers of 
United States military policy be encouraged to re-examine 
the position they have taken in the matter. 


8. As is true in so many other parts of the Orient, 
traditional, academic and professional education is em- 
phasized at the expense of technical and vocational train- 
ing. For example, Philippine schools and colleges graduate 
each year several times as many lawyers as are required. 
Yet there is a serious shortage of technical skills of all 
kinds. It is recommended that we do all that we can to 
induce the schools and universities of the Philippines to re- 
orient their education in the direction of putting more 
emphasis on education of the kind that stresses “education 
for the service of people’ and a little less emphasis on tha 
worship of “education for its own sake only.” 


(Concluded) 
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HONGKONG EDUCATION PROBLEM 


By Lo Ka Cheung 


The predominance of the local Chinese population has 
made it very clear at the outset that by ‘““Hongkong’s Educa- 
tion”, I could not mean otherwise than that of the Chinese 
in all.its essential elements. And, it is rather a native of 
that land with long years of teaching experience and heritage 
that should find himself in a better position to recount the 
education that characterizes his nation as one of culture and 
learning. 

Again, it has also to be conceded that with the crumbling 
of the Manchurian Regime, even education of conservative 
China should have lost its own identity by the influence of 
Western methods plus that deplorable trend of leaning 
more and more towards the West (which includes of course 
Russia as well) in operation and in thought. It is especially 
in colonies that such a trend has become the more apparent 
and unavoidable. 


Hongkong having been under British rule for over a 
century, this course of events must have been as obvious 
as it is to be expected. Nevertheless, describing Hongkong’s 
education without a description of China’s would only be a 
story half told. For, despite such inevitable changes under 
a colonial atmosphere, Old China’s own system for the past 
4,000 years in training its young sons in the three aspects 
of body, mind and soul, at least attests eloquently to the 
fact that such a system which could have survived the 
relentless testing and gruelling of Father Time for so long, 
certainly has something meritorious all its own to claim a 


share of close scrutiny before being disclaimed as old and 
antiquated. 


Therefore, for- a better understanding of Hongkong’s 
past education at the start, a sketch of Old China’s bygone 
system before Republican days would not seem out of 
place. 

= * * = 


To begin with, one of the main features in the bring- 
ing up of its people the China way, does not imply only 
an education in knowledge whereby they are trained for a 
job or as a means of livelihood. It is a bilateral affair with 
emphasis laid largely on the moral side toward the State 
and between man and man. 


The rules of conduct always take precedence and the 
eight virtues of Filial Piety, Reverence, Loyalty, Truthful- 
ness, Propriety, Nobleness, Nonchalance and the Sense of 
Shame, invariably occupy the most prominent place in all 
the lessons given. 

Confucius once said, “If the people be led by Law and 
vectified by punishment, they will try to avoid punishment 
but have no sense of shame. But if they be led by Virtue, 
and guided by the rules of Propriety, they will realize the 
sense of shame and be conscious of the sin of doing wrong.” 

The Chinese have long acquainted themselves with the 
rules of propriety through the teachings of great sages, and 
ithe laws of the State are really of secondary importance 
when they have the guidance of these. It is on this moral 
basis that China’s education system was organized. 


Simultaneously with this, the demarcation of a person’s 
status under the five categories among men namely, the re- 
lations between King and ministers, father and son, husband 
and wife, young and old and finally, friend and friend, is 
what was employed to make every man a good man. 


All through the many centuries past, the Chinese were 
trained under just such a system, a system that one way 
or the other, works toward that goal of peace so badly need- 
ed especially in today’s tumultuous world. 

Again, Confucius has said it right that “Of the six 
courses taught, each has its part to play in makirg for a 
society wherein humanity may live in harmony and order.” 
It is thus by “Decorum” that we are restrained in our daily 
acts; by “Music”, that we are inspired to our mental calm; 
by “History”, that we are told of past events; by “Poetry”, 
that we are to bare our personal sentiment; by the “Book 
of Changes”, that we are given to understand Nature’s great 
law of Cause and Effect, and by the “Spring and Autumn 
Chronicles”, that we are informed of the moral sense of 
right and wrong through which an intelligent and balanced 
public opinion is evolved. It is only upon an intelligent and 
balanced public opinion that society could remain placid and 
orderly in the long run. 

Chinese public opinion never allows the expression of 
fantasies that will endanger public safety or the honorable 
character of an individual. In Old China, such lewd show 
as strip-teasing or other gross crimes as concern the sexes 
would have been speedily condemned without taking the 
trouble of going through the instrumentality of trials and 
appeals by Law.. We have to admit that every crime can 
almost always be traced directly or indirectly back to women 
as the chief cause from which is sprung the motive to do 
it. But, when moral principles are inculeated upon the 
minds of the people at home and at school while they were 
still in their young days, there will have crystallized in them 
the all-powerful moral conscience that does not endure the 
commission of such crimes. Even play-acting was looked 
upon as a despicable calling not to be taken up by anyone 
of a decent mind with a decency of personality. Old China 
has never put actors on the same level as people of other 
pursuits have been put, and they were not even permitted 
to take any official examinations through which al! Govern- 
ment appointments were made. Nor would anybody accord 
them that ridiculous share of veneration as the West gives 
to the so-called film-stars. 

But Hongkong’s present-day education not only does not 
discredit this frivolity of play-acting, but encourages 
students to go in for it as something worthy to attain. 
After all, acting is just acting, be it on the screen or on 
the stage. We might admire a performance and there, our 
admiration should end. There is no comparison between 
this admiration for a good performance by an actor and 
that for a scientist or other great men who have done some- 
thing truly good for mankind. 

It is still an enigma to the Oriental mind that there 
should be such a fuss over everything concerning the com- 
munity of the silver screen. Perhaps this whim may be 
accepted as one of the most significant differences between 
East and West in their spiritual make-up and their social 
outgrowth. 

* * * * 


After all, will there be a day when East and West 
will have blended themselves to such an extent through 
education and social intercourse as to make their own identi- 
ties unrecognizable? That day is a long way off yet, and, 
when it does come, still there is not much to be gained as 
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is this case about present-day education in the Colony of 
Hongkong which, after a century of Western influence, 
has not as yet been capable of producing a type of Chinese 
young men morally comparable to that when Hongkong was 
first placed under British administration in which education 
could not have been very much different from what I have 
represented as to China’s except for the introduction of 
courses in English with the addition of ball games and 
unsuitable ways of life. 


With the appearance of the University commenced more 
and more courses of Western sciences and arts which the 
Chinese did not know anything about. By then, there was 
born in the Chinese students’ minds a sort of admiration 
for all things from abroad such as foreign food, foreign 
costume, foreign houses, foreign language and even the 
foreign ways of life. Still, the Chinese part of their educa- 
tion was not entirely abandoned from contact with the West, 
and their traditions were held high in their minds all the 
same. Most still worshipped their gods, kowtowed before 
their parents, wrote Chinese in classical style and rarely 
went in for dancing or free love-making. As time went 
on, the moral phase of life began to lose its grip with the 
repudiation of Confucian ethics at most schools. After V-J 
day, Hongkong’s education suffered no appreciable change 
except for a more obvious unconcern in the student’s pri- 
vate life. The course for character-building is no more on 
the curriculum. They are trained without a clear under- 
standing of the eight virtues and the five categories and 
an intelligent and balanced public opinion upon which a 
society of peace and order is able to take shape. 


We are still turning out students without a moral back- 
ground and we are now feeling the bad effect of an educa- 
tion devoid of moral philosophy in the person of the “Boy 
hoodlum” or “Juvenile Delinquent” as the Americans call 
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him although there have been here only a few at the present 
time. This situation will not last long, and, unless drastic 
steps are to be taken, it may one day get out of hand to 
be a real social menace as we can infer from what is going 
on in the United States, in Europe including Russia. It is 
all because modern education has grievously left out the 
problem of young men’s moral behaviour that accounts for 
its failure that is so apparent. Until now, there is no 
sign of a revival of learning of the good, old books in which 
so much ethics is incorporated for the guidance of the in- 
dividual through life. This serves to explain why there is 
every indication to show that delinquency, unruliness, 
ostentation and squandering are sure to be on the increase 
among youths in time to come. 


I submit that modern education is erroneous if not 
an absolute failure. But it is not education alone to bear 
the blame. Other causes must share the responsibility. The 
motion picture is one. The dancing craze is another. 
Modern cacophonous songs is a third. A lack of an ethics 
course is a fourth, and then the deprivation of a father’s 
absolute authority over his own children is a fifth. I have 
enumerated enough for those who take a grave view in the 
behaviour of today’s young people to start thinking about. 
How education for the future should be modified to cope 
with the situation is a question that is awaiting our reply. 
The main point is whether we like young people to be as 
they are or to be like their brothers of some fifty years past 
when they were meek, obedient, hard-working and morally 
commendable. One thing is sure that unless an incorpora- 
tion of moral principles for character-building be made ab- 
solute in today’s education system, there is no bright pro- 
spect in view of a change for the better. The Chinese 
community here is bound to suffer from the moral inade- 
quacy of education. 


INTELLECTUAL PRESTIGE OF PPCC 


It has been suggested that the People’s Political Con- 
sultative Council should become a permanent part of the 
constitutional machinery in China. Certainly it is as repre- 
sentative as the Party is not of the multifarious activities 
and knowledge of the modern State. The 70 new members 
of the National Committee of the Chinese People’s Political 
Consultative Conference reflected perhaps in even larger 
measure than the existing members, now totalling 620 in 
all, the many-sided aspects of national learning and activity 
they represent—in contrast to the Party hierarchy, who are 
learned in the doctrines of Marxism-Leninism, but know 
nothing about other and’ more fruitful branches of modern 
learning. Apart from the Communist officials who have 
been added, the new members include a Chekiangese pro- 
fessional accountant; the general manager of the Jen Li 
Company and of the Jute Spinning Co.; a famous actor of 
Cantonese opera; a professor in Sociology and head of a 
statistical department of the Nationalist Government; a 
professor of pharmacology in the P.U.M.C.; an Overseas 
Chinese who is a native of Hainan, and is now Vice-Chairman 
of the Overseas Chinese Affairs Committee in Canton; the 
former Magistrate of Wanpinghsien, who was there when 
the Sino-Japanese war broke out there in July, 1937; a 
native of Ningpo (Wang Kuan-cheng) described as a member 
of industrial and commercial circles in Hongkong; a former 
professor of Chemistry who graduated in the U.S.; a member 
of the K.M.T. Revolutionary Committee; an industrialist 
and Committee member of the Democratic National Con- 
struction Association; a celebrated movie director in 


Shanghai and Hongkong. There are in addition former 
officers of the K.M.T. forces, important provincial and’ in- 
dustrial personalities, professors, entrepreneurs, artists, 
physicians, Committee members of collaborating parties, and 
a few Buddhist and classical scholars—in general, a very 
representative selection. 


The CPPCC has no power but reflects public opinion 
and makes suggestions to the Party and Government through 
its National Committee. Committee members undertake 
tours of inspection, for which they are paid, and report 
their impressions. 


At the direct instigation of the ‘Government, the nine 
political parties and non-party groups, many of which are 
based on professional occupations, greatly increased their 
membership by drawing in others of the same calling, and 
most of them as a result doubled membership in 1956, when 
the figure in most cases was six times the number in 1949, 
when most members “lay low and said nuffin’.”” Some of 
them hold positions under the State Council as Ministers or 
as Chairmen of Commissions. The CCP maintain an actual 
numerical majority in the National People’s Congress but 
not in the CPPCC, where voting hardly enters into the ques- 
tion, and almost certainly the 45% of the 1,226 deputies 
belonging to the NPC who do not belong to the Communist 
Party surpass the Party personnel in knowledge and experi- 
ence and, among the people, in prestige. 


The official Press gave the collaborating groups a special 
boost on the eve of the meeting of the CPPCC, concentrat- 
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ing especially on their work in the provinces, since so 
many prominent leaders in industry, science and in the 
learned professions had become “recognised” as useful citi- 
zens. In Chungking, for instance, more than one thousand 
new members were admitted to the various parties, about 
80% of their original membership the year before. Most 
of them belonged to the higher intellectuals, i.e., university 
and college graduates, doctors of the old school, and noted 
actors. In Liaoning, too, the bourgeoisie were stimulated 
by the Party and its “long term co-existence and mutual 
supervision” slogan to become active after hibernating or 
sitting in prison. 

Many of them also took jobs as Vice-Governors, Vice- 
Mayors, directors of provincial departments, ete.; and still 
more got on to the people’s councils of both the province 
and the city levels. Many others had “forged ties with the 
masses”, chiefly through the collaborating parties. The 
K.M.T. Revolutionary Committee, for instance, linked to- 
gether more than 500 persons of different circles in society, 
and through study, visits, and cultural activities, gave them 
“education in patriotism and socialism.” Audiences number- 
ed in thousands in the aggregate attended lectures on 
scientific research in Mukden (Shenyang) and Dairen, 
The Democratic League more than doubled their members 
in the Liaoning Branch, while the China Association for 
Promoting Democracy inaugurated its Liaoning Preparatory 
Committee and increased its members from 160 to 612. 
Other groups similarly increased their membership. 


Over 100 professors, engineers and scientific workers 
joined the Chiu San Society (mostly scientists) in Wuhan. 
A few months before the Society had only one small group 
in Wuhan directly under the Central Committee, consisting 
of 19 members. Now it has branches in eight of the higher 
institutions. The China Democratic National Construction 
Association and the China Peasants and Workers Democratic 
Party admitted over 900 and over 300 new members respec- 
tively in Wuhan, 250% and 150% of their original members, 
and membership of the K.M.T. Revolutionary Committee 
rose by over 50%. All of them have adjusted their struc- 
tures accordingly. 


In Tientsin the K.M.T. Revolutionary Committee were 
the most active of these parties. They have also helped to 
steer a part of the “social personages’ (formerly feudalists, 
capitalists and bourgeoisie) into jobs badly in need of them 
while at the same time helping to improve their ideology. 
More than 800 persons of the “middle and upper strata of 
society” (sic) have thus been contacted and organised for 
studies and the raising of their ideological level. But though 
more and more of them begged to be given a job most. of 
them were over 60 “and for them, from the viewpoint of 
physical prowess, the tasks of Government cadres cannot be 
taken up.” 


The Party people found that many of them had a know- 
ledge of foreign languages, so a foreign language research 
society was created in November last year. the 69 parti- 
cipants dividing themselves into groups specialising in Eng- 
lish, German, French, Japanese and Russian. Group meet- 
ings were held and studies conducted with a combination of 
translation work and political lessons. The English language 
group, for instane2, were put to work studying the English 
translations of the documents of the CCP 8th Congress. The 
Japan language group studied the Japanese translation of Lu 
Ting-yi’s authoritative article on the Party policy of “Let 
all flowers blossom and let diverse schools contend.” The 
Russian language group had to be satisfied with the “History 
of the Soviet Communist Party” (Stalin’s name is carefully 
omitted as author!). At group meetings the old boys talked 
the langnages of their Alma Maters or schools. Thus they 
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were able to revive their knowledge of foreign languages, 
“which had been laid aside for years.” 


Some of the members are helping in the translation of 
books for tthe relevant organs. One of them, who was a 
Counsellor in the-Chinese Embassy in Germany in the days 
of the Peiyang Government, and was also Director of the 
Peking-Suiyuan Railway, was put to work on a translation 
of the History of the German Workers’ Movement, running 
into more than one million words! This 76-year-old ex- 
official will deserve his keep! He had apparently delighted 
in his retirement and didn’t want to work any more. More 
than a year ago he was asked to translate a German treatise 
on zoology, “but he thought the work too tedious and re- 
fused.” But he underwent an ideological change after the 
K.M.T. Revolutionary Committee had got after him, and 
“voluntarily”’ sought work. Now he is piling up his MS on 
his desk. Half a dozen others are co-operating in the trans- 
lation of a Russian book giving a Short History of Austria, 
and their contract with the Tientsin Normal College calls 
for the completion of the task this summer. Only one of 
them knew any Russian before the Liberation. One of them 
(a septuagenarian) had studied in the Japanese Officers’ 
College and was an inspector of Artillery under the K.M.T., 
as a Major-General. He joined a Russian Night School, 
studied diligently for three years, and is now able to read 
and translate Russian! He is quoted as saying that his 
work now is “the most significant job in my life.” Another 
general, who held a Headquarters Staff post in the Sino- 
Japanese war and also knew no Russian, is now able to 
read Soviet works on social science and earned the admira- 
tion of his many friends for the speed in which he trans- 
lated the Austrian history. A former manager of the Tien- 
tsin branch of the China State Bank is girding up his loins 
to translate an English History of Morocco, and a former 
Kailan coal] mines plant vice-manager named Lu Po, is under- 
taking the translation from English of the work on World 
Petroleum. Geography for the People’s Publishing House, 
which has signed a contract with the Petroleum Industry 
Publishing House. 


Hundreds of former high officials of the old Peiyang 
Government established homes (vulgarly known as “funk- 
holes’) in the Tientsin foreign Concessions after the first 
world war. These do not appear to have presented any 
problem to the regime in its efforts to make them useful. 
Men of eminence under President Marshal Tsao Kun, Sun 
Chuan-fang, Chang Tsung-chang, President Li Yuan-hung, 
President Hsu Shih-chang, as well as ministers and vice- 
ministers in the ever-changing Peking Cabinets of the 
Tuchun era, not to mention numerous military governors, 
Paoantui commanders, military counsellors, advisers and 
members of official bodies, all of whom had played a part in 
the official life of their maturity and who knew all the 
others who had been on their staffs or in their bureaux. The 
Modern History Research Office of the Tientsin Normal 
College began to collect data on the Peiyang Government 
period, and the K.M.T. Revolutionary Committee is intro- 
ducing these people to the College and recommending that 
they be mobilised to write up the historical data. About 30 
personages of the Peiyang Period will take part in the task. 


Others among the social personages are famous for 
their attainments in Chinese music, in Chinese chess, in 
calligraphy and in painting. The K.M.T. Revolutionary Com- 
mittee has called together more than 50 of these members 
of the Cultural and Historica] Research Society and the 
Poetry and Painting Society, to meet the editorial staff of 
the Tientsin Hsin Wan Pao to encourage these old experts 
to write for that paper—and no doubt to leaven the ideologi- 
cal lump. <A number of them have already published articles 
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on their reminiscences, poems, short features, etc. Social 
personages are also encouraged to attend to general tasks 
in their residential streets, while exponents of the dramatic 
arts, shadow boxing, and calligraphy are being introduced 
to the right quarters. In this way many who had fallen 
abjectly from their high place in former society to poverty 
and almost to the gutter were able to contribute both to 
their own livelihood and to the needs of the State. 


The same activities were also organised in the capital, 
where many were found to have knowledge of foreign 
languages. Ancients who had been prominent not only in 
politics but in many other intellectual] pursuits in the old 
days were regularly attending small group meetings of the 
Foreign Languages Study Group and kept themselves busy 
by submitting translations for mutual observation by others 
of their group. The redoubtable Ho Ssu-yuan, formidable 
in the days of Shantung nationalism and as provincial direc- 
tor of Education, and a considerable figure also jn Peking 
at one time, heads a seven-man committee appointed by the 
the group. The famous scientist Wong Wen-tao is directing 
them in the compilation, without outside help, of a Sino- 
French dictionary. Thus idle hands that might perhaps be 
tempted from idleness into imprudence are being kept busy 
and more or less under continuous observation by their own 
kind and being harmlessly and even usefully absorbed into 
the general body of the nation and the revolution. 

A delightful description of a visit to the Institute of 
Socialism while the elder statesmen of the PPCC and of 
the All-China Federation of Industrial and Commercial 
Circles were at their lessons, was contributed by a corres- 
pondent of the New China news agency. All the 160 
students were extra-mural students. He heard the voice of 
the ideological master from far away and when he tracked 
it down he saw, sitting at the forms, many familiar faces 
often seen at the airport and at important gatherings. Some 
had a grey beard and grey hair, some had spectacles because 
of age, some even had to use hearing aids. Their average 
age was about 50. They listened carefully to the lecture 
on another elderly and heavily bearded gentleman named 
Marx, who died a long time ago and of whom they probably 
never even heard before the “People’s Revolution.” They 
took notes and jotted down the things they particularly 
wanted to remember. Mrs. Li Teh-chuan (widow of Feng 
Yu-hsiang and Health Minister) was there, together with the 
venerable Huang Yen-pei and Chang Po-chun. 


731 


They sat in a circle and aired their views freely, in 
much the same way as the favourite disciples of Confucius 
used to gather round him, listen, and debate. “The earnest 
attention they gave to their study was indeed touching,” 
commented the correspondent. When the group discussion 
left the realm of pure theory to touch upon realistic pro- 
blems, more and more of them joined in. Somebody posed 
the question: ‘With the rate of labour production rising 
every day on ‘the one hand and the cost of production drop- 
ping on the other, why is there still a tendency for prices 
to rise slightly on the whole?” At once they were all ears 
and.almost stepped on one another’s toes in their eagerness 
to take part. Indeed sometimes several wanted to speak at 
the same time. At the beginning of the debate different 
views were held by different people, but gradually the differ- 
ences became less distinct, “and unanimity was sometimes 
achieved.” The aged students gather together in groups of 
three or five also in their homes to continue discussions. 
They call such gatherings mutual-aid groups! The corres- 
pondent’s favourite student seemed to be the 76-year-old 
Mr. Wang Pao-chen, grey of head and beard but robust in 
health. He had been advised against joining because of his 
age, but he insisted on enrolment and on taking all three 
courses of philosophy, political economy and the History of 
the Chinese Revolution. Just before the school opened he 
had to go to far away Changsha on business, but he insisted 
on having his place kept open and came back in time to 
attend the opening ceremony. He is now the head of the 
first study group. He had a revolutionary background, for 
he joined the Tungmenhui led by Dr. Sun Yat-sen in Tokyo 
50 years ago, and took part in numerous revolutionary 
activities after the 1911 Revolution. He appears to be a 
good convert. For several decades, he confessed, he had 
taken the tortuous, wrong and mistaken road and achieved 
nothing, and he now knew that. all his failures were due 
to his ignorance of Marxism-Leninism. And before the cor- 
respondent went away Mr. Wang presented him with a poem 
describing how he had fared after joining the Institute of 
Socialism. Under the title “Song of an Old Man Earnest 
in Study,’ he wrote: 


An old man, 70 years of age, 
Studies diligently, night and day. 


‘Why not lead a life free and gay, 
And rest to recuperate? 


’Cause to the country all my strength I want to dedicate. 


ECONOMIC LETTER FROM TOKYO 


Economic Situation: In its latest monthly report the 
Economic Planning Board had the following to say in em- 
phasizing the need to look out for the future economic trend: 
(1) That our adverse balance of payments position will stay 
for some time yet, because of the ever-growing imports. At 
the same time, there is an indication that the tempo of econo- 
mic expansion is slowing down. (2) That the tightening trend 
of money will have a deterrent influence on new investment 
demands, and this, in combination with the fact the stocks 
of imported, goods have now been considerably enlarged, might 
induce businesses to restrain imports in future. (3) Generally, 
it seems, demands for both capital and consumer goods tend 
gradually to decline in intensity. 

i Bank of Japan’s Official Rates Raised Again: The official 
rates ‘were raised by 0.2 sen per diem per Y100, i.e. 0.73% 
p.a., effective from the 8th, making the new rate of discount 
2.3 sen p.d. or 8.4% p.a. Only the rate on export advance bills 
was left unchanged. In view of- the rapidly deteriorating 


balance of payments situation of the country caused by invest- 
ment boom since last year, and of the growing indications of 
unsound trends in our economy, the Bank has thus put up a 
danger signal on the future of our business, The bank designs 
to uphold sound finance by pursuing a policy of effectively 
tightening money henceforth. At the same time, by keeping 
the basic rate on export advance bills unchanged they indicate 
their belief that out economic expansion hereafter shall be 
achieved through promotion of exports. 

Governor Yamagiwa of the Bank of Japan aaoeated before 
the Finance Committee of the House of Representatives, ex- 
plained the Bank’s action in raising the rates again and of 
its possible effects. He stated among other things as follows: 
(1) That this second raising of the official rates is a_ red 
signal against economic excedses, but he thinks it won’t pro- 
duce a chain-reaction through’ the whole economy to cause a 
serious depression; (2) That to suppose normality would be 
restored to our international payments by this one stroke is 
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too hasty and inconsiderate a view. The Bank of Japan is 
prepared further to take what monetary measures as are con- 
sidered necessary at its discretion and judgement; (3) That 
the Bank looks for the Government to be discreet in its actions 
so as not to allow the Bank’s foreign currency holdings to fall 
below the present level. 

Rise in Market Rates of Money: The Interest Rate Ad- 
justment Council under the chairmanship of Vice-Governor 
Inoue of the Bank of Japan discussed the raising of deposit 
and loan rates of the commercial banks (controlled by Tem- 
porary Interest Rates Adjustment Law) in keeping with the 
rise in the Bank’s rates, and agreed to the plan as worked 
out and suggested by the Bank and the Finance Ministry. 
Interest rates on all deposits will be raised uniformly by 0.1 
sen p.d. per Y100 (0.37% p.a.), with the exception of time de- 
posits and the like, while the loan rates will be 0.2 sen (0.73% 
p:a.) higher. 

Foreign Currency Withdrawals: The Finance Ministry 
gave notice to 11 foreign exchange banks having foreign cur- 
rencies deposited with the Finance Ministry of the withdraw- 
ing of more than half the amount of such currencies before the 
end of next month, as a means to curb import financing. The 
Bank of Tokyo is excepted. 

Usance on Sterling Bills Limited: With a view to 
squeezing import financing, the Finance Ministry decided to 
shorten by one month the usance on sterling bills, at the same 
time limiting the articles of import to which such usance is 
applicable. Firstly, the usance on sterling bills which is 4 
months at present will be made 1 month shorter, i.e. 3 months, 
same as in the case of dollar bills. Secondly, while usance 
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Wired Vision: Inaugurating Rediffusion’s W. V. ser- 
vice last week, the Governor of HK said, “I don’t expect 
all of you will enjoy all of the programmes all the time, but 
I expect most of you will enjoy most of the programmes most 
of the time. However, we, or rather you, shall see.” In- 
deed, it remains to be Seen whether Rediffusion can make 
this W.V. project a success with all the limitations and handi- 
caps particularly the lack of local talents to provide enough 
interesting programmes. 

Resettlement of Refugees: At an international con- 
ference on refugees held recently in Geneva, Mr. Oland Tsang 
of the World Federation of UNO stated that 700,000 Chin- 
ese refugees in HK were ‘practically a forgotten people’ who 
lacked food, accommodation and work. “It is no exaggera- 
tion to state that their needs are without parallel on earth,” 
he emphasized. (But we think it is a very strong exaggera- 
tion!). Compared with the aid given to stateless persons in 
China and the generous gestures many countries displayed 
recently to fugitive Hungarians, there is definitely discrimi- 
nation against Chinese refugees! A very small number of 
them have found their way to US but the majority cannot 
enter even Taiwan. 


Hongkong therefore has in her lap, 700,000 Chinese 
so-called refugees, who after years of staying in luxury 
villas as well as in squatter huts all over the Colony, cannot 
easily be distinguished from the native rich or poor. Years 
ago, Government adopted a practical and humanitarian solu- 
tion—millions of taxpayers’ money were used to build multi- 
storey blocks to resettle these so-called refugees. The pro- 
ject however is not being carried out fast enough on account 
of construction difficulties. In view of the magnitude of 
this resettlement problem, many people here believe that 
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bills in sterling have hitherto been used for importing all and 
any goods except certain articles of luxury, they are to be 
limited hereafter to 16 items to which dollar usance is now 
applicable, and 17 items in addition including rubber, which 
are mostly imported from the sterling area, making in all 33 
items only. 


Repercussion of Bank Rate Raising: The raising of the 
Bank of Japan’s official rates was regarded by the business 
community as an inevitable step so far as it goes. Since even 
after the last raising of the rates by 0.1 sen p.d. (0.37% p.a.) 
foreign currency situation continued worsening owing to in- 
crease in imports, there was a feeling that a further step for 
tightening money would be taken in time. Still, an increase 
of 0.2 sen (0.73% p.a.) in contrast with 0.1 sen last time seems 
to have been received as startling news by some people. On 
the other hand, there are other people who say the action 
should have been taken much earlier, or who think much 
cannot be expected unless the rates be raised more decisively. 
In short, there is a divergence of views on this question. 
But, opinions generally agree in expecting the loan rates of 
the city banks to be eventually forced up, which is bound more 
or less seriously to affect industries in general and small and 
medium-sized industries in particular. As to the equipment 
investments, there is a strong desire on the part of such key 
industries as iron and steel, electric power, etc. to carry through 
the projected programs, if possible, despite higher interest 
rates, while the need of reducing the size of the investment 
programs in textiles and other consumer goods industries is 
voiced already. In either case, prevailing opinion is to post- 
pone all new projects. 
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one is justified to expect at least financial help from inter- 
national organisations. 


Refugee Students: Speaking of the Chinese refugee 
students in HK at a general meeting of the HK Council of 
Women held last week, Mr. Hubert Cheng, head of the Men- 
cius Educational Foundation, stressed that full support should 
be given to these able young men who left their homes and 
loved ones and endured much hardship because they wanted 
liberal education and freedom of thought. According to Mr. 
Cheng, most refugee students are between 22 and 25 years 
of age and many of them are working as manual labourers 
for as long as 14 hours a day to earn money for their educa- 
tion. If this is not an exaggeration (which it of course is) 
then it is a shame. Exhausted from 14 hours’ work these 
students are supposed during the 10 hours left, to study, 
rest and do other odds and ends! Perhaps this talk—loose 
talk—about refugees and freedom-seekers is nothing else 
but “Pressure of Overpopulation in China’? where annually 
12 million people are added as “net population increase.” 


Building Developments: The $7 million 16-storey Man 
Yee Building in Central district was completed. Shop spaces 
have all been booked and about 75% of office accommoda- 
tions on upper floors let out. This is the second biggest 
post-war office block in the central district (Alexandra 
House is the biggest) and is bounded by four streets—Des 
Voeux Road, Queen’s Road Central, Pottinger Street and 
Chinese Street. It is also the only office building in Hong- 
kong equipped with escalators. In ithe North Point area, 
more skyscrapers will pop up. The Empire Theatre will 
be demolished to make room for a 15-storey structure cost- 
ing $18 million. The new building will stretch from the 
theatre site over the land behind it formerly occupied by 
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HK Electric Company. It is being developed by one of 
the most successful builders in HK, Mr. Charlie Gray, a man 
of over 30 years of residence in the Colony, of Maltese birth, 
and of unlimited imagination. “Charlie” has pioneered 
North Point; after the war there was practically nothing 
there, now, following his lead, the North Point district has 
become one of the principal residential and entertainment 
areas and will soon develop also into a business district. 
Charlie Gray bought the Empire Theatre site for $3 million 
which goes to show that he can play with millions like others 
with skittles. He owns considerable properties in Hong- 
kong. He is an entirely self-made man who always looked 
with scorn on those who search for ‘introductions’, high 
faluting club memberships, social airs and graces; he went 
ahead by sheer dint of enterprise, courage and energy. 
Charlie is a man who has done a lot of good for Hongkong, 
and also for himself. 

The Empire Court in the vicinity of Lee Theatre in 
Causeway Bay is nearing completion. The price for each 
flat is $45,000; 24-month instalment payments can be ar- 
ranged and if paid in full, a 20% discount is allowed. In 
Kowloon, a 15-storey apartment block at the corner of Austin 
Road and Kimberley Road is planned by an investment firm. 
Another company will erect a $4 million 10-storey hotel at 
the corner of Carnarvon and Cornwall Roads with 150 air- 
conditioned rooms (to be called “Astor’’). The owner of 
the houses at the junction of Jordan Road and Nathan Road 
is planning to redevelop the site; the new building will be 
17 storeys tall and cost $3.8 million. 

511 plans covering 848 buildings were received in Jan./ 
March and 1,142 plans for 2,235 buildings were approved 
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by Government. 295 buildings were completed; 95 in HK 
and 200 in Kowloon. Building cost totalled $34.9 million; 
HK, $15.1 m. and Kowloon, $19.8 m. The boom continues. 
There will have to be enough buyers and tenants to prevent 
a bust. 


Government and Private Hospitals: There are 27 hos- 
pitals in the Colony, 11 of which are run by Government. 
The other 16 are run by various private organizations, 7 of 
them receiving financial assistance from Government. The 
11 Government hospitals: provide a total of 1,983 beds, the 
Government assisted hospitals 2,280 beds and private hos- 
pitals 1,008 beds. In addition, various Government Dis- 
pensaries provide 84 beds, practically all for maternity cases. 
There are therefore a total of 5,355 beds for all purposes 
including mentally ill patients. Excluding the 995 beds set 
aside for tuberculosis, the 141 beds for the mentally ill and 
the 751 beds for the isolation of infectious cases there are 
3,468 beds available for all general purposes, medical, sur- 
gical, maternity and gynaecological, or 1.3 beds per thou- 
sand of population. In any community, out of every thou- 
sand persons at least six are in need of hospital attention at 
any given time. In Hongkong this would mean 15,000 beds, 
or 11,500 more than at present. The proposed new hospital 
in Kowloon will provide 1,300 additional beds or just over 
one tenth of what is required. If 9 more hospitals of the 
size of the new Kowloon Hospital could be built, Hongkong 
would have adequate provision of hospital beds for general 
purposes, but still not adequate to meet the demands for 
the treatment of tuberculosis, mental cases and infectious 
diseases. 


FINANCE & COMMERCE 


HK EXCHANGE MARKETS 


; U.S.$ 
£5. T.T. Notes Notes 
Date High Low High Low 
May 27 $631 6304 6283 62714 
May 28 63034 630 62835 627 
May 29 630 629 62734 62634 
May 31 62914 62834 62734 627 
June 1 62915 629% 628 62758 
D.D. rates: High 62914 Low 627. 
Highest and lowest rates in May 


were: T.T. 6314 and 624, and Notes 
6304 and 621. 


Trading totals: T.T. US$3,430,000; 
Notes cash $390,000, forward $2,410,- 
000; D.D. $520,000. The, market eased 
slightly in line with cross rate in New 
York. In T.T. sector, gold merchants 
provided strong demand absorbing 
funds from Japan, Korea, Bangkok, and 
the Philippines. In notes market, specu- 
lators were less active and shippers 
very quiet; interest favoured buvers 
and aggregated HK$3.20 per US$1,000. 
Speculative positions averaged US$1? 
million per day. In the D.D. sector, 
business was very active; Chinese over- 
- sea remittances increased before the 
Dragon Boat Festival. 


Far Eastern Exchange: Highest and 
lowest rates per foreign currency unit 
in HK$: Philippines 1.755—1.7175, 
Japan 0.0148—0.01475, Malaya 1.876, 


Vietnam 0.06451, Laos 0.06, Cambodia 
0.076, Thailand 0.2906—0.2881. Sales: 
Pesos 340,000, Yen 115 million, Mala- 
yan $330,000, Piastre 11 million, Kip 
6 million, Rial 7 million, and Baht 3 
million. Bahts improved slightly on 
tighter money market there. Chinese 
Exchange: People’s Yuan unchanged 
at 6.839 per Pound Sterling, 0.427 per 
HK$, 0.805 per Malayan $, 0.514 per 
Indian or Pakistan Rupee, 0.585 per 
Swiss Franc, and 2.345 per US$; cash 
notes quoted HK$1.45 per Yuan. Tai- 
wan Dollar remained at 15.65—15.55 
per US$ and 2.74—2.72 per HK$; cash 
notes quoted HK$0.174—0.169 per 
Dollar, and remittances 0.165—0.161. 

Bank Notes: Highest and lowest 
rates per foreign currency unit in HK$: 


England 16.86—16.80, Scotland and 
Ireland 14.00, Australia 12.65, New 
Zealand 15.40—15.32, Egypt 11.00, 


East Africa 15.40, West Africa 13.50, 
South Africa 16.50—16.47, Jamaica 
13.50, Fiji 10.00, India 1.191—1.1905, 
Pakistan 0.865—0.86, Ceylon 1.00, 
Burma 0.50, Malaya 1.839—1.837, 
Canada 6.565—6.54, Cuba 5.00, Argen- 
tina 0.17, Brazil 0.07, Philippines 1.755 
—1.7425, Switzerland 1.42, West Ger- 
many 1.42, Italy 0.0093, Belgium 0.11, 
Sweden 1.02, Norway 0.72, Denmark 
0.77, Netherlands 1.46, France 0.01525 
—0.01515, Vietnam 0.074—0.072, Laos 
0.058—0.0545, Cambodia 0.077— 


0.0755, North Borneo 1.60, Indonesia 


0.140.118, Thailand 0.282—0.28, 
Macau 1.015—1.01, Japan 0.0161— 
0.0156. Agreed Merchant T.T. rates: 


Selling and buying per foreign currency 
unit in HK$: England 16.202—15.867, 
Australia 13.016—12.757, New Zea- 
land 16.202—16.10, United States 5.818 
—5.735, Canada 6.1069—6.015, India 
1.216—1.205, Pakistan 1.218—1.204, 
Ceylon 1.219—1.207, Burma 1.216— 


1.205, Malaya 1.8868—1.8692. Selting 
per foreign currency unit in HK$: 
South Africa 16.236, Switzerland 
1.3267, Belgium 0.11628, West Ger- 
many 1.3865. 
Gold Market 

Date High .945 Low .945 Macau .99 
May 27 $2787 27654 28634 High 
May 28 27714 27614 

May 29 2766 27516 Low 28514 
May 30 27556 27514 

May 31 2761/4 27555 

June 1 276% 275% 


Opening and closing prices were 278% 
and 2758; highest and lowest were 278% 
and 275%. Highest and lowest for May 
were 280 and 2703. The market was 
easy and rates dropped on heavy ar- 
rivals in Macau. Interest favoured 
buyers and aggregated HK$1.41 per 
10 taels of .045 fine. Tradings averaged 
8,300 taels per day and amounted to 
49,800 taels for the week, in which 
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13,410 taels were cash dealings (3,010 
taels listed and 10,400 taels arranged). 


Speculative positions averaged 17,500 
taels per day. Imports were from 
Macau and totalled 9,500 taels, one 


shipment of 44,000 fine ounces reached 
Macau during the week. Exports 
amounted to 8,000 taels (4,500 taels to 
Singapore, 2,500 taels to Indonesia, and 
1,000 taels to Rangoon). Differences 
paid for local and Macau .99 fine were 
HK$13.20 and 12.50 respectively per 
tael of .945 fine. Cross rates were 
US$37.75—37.73 per fine ounce; 32,000 
fine ounces contracted at 37.73 cif 
Macau. US double eagle old and new 
coins quoted HK$2938—291 and 269— 
267 respectively per coin, English 
Sovereigns HK$66 per coin, and Mexi- 
can gold coins HK$300—298 per coin. 
Silver Market: 600 taels of bar silver 
traded at HK$5.92—5.85 per tael; 800 
dollar coins at HK$3.82—3.80 per coin. 


Twenty-cent coins quoted HK$2.92— 
2.90 per five coins. 


HK SHARE MARKET 


Trading volume dropped to only $2 
million last week. There was no ap- 
parent reason for the decline in demand. 
The one-way market registered price 
drops but dips were not sharp because 
there was no selling pressure. Docks 
eased to 1957 new low at 43 when 2,000 
shares transacted on Monday but no 
more selling offer at that price was 
available after the sales; buyers  in- 
creased counteroffers to 438.25 at the 
close but sellers stood firm at 44. High- 
est and lowest for Docks in 1956 were 
48 and 31 and highest so far this year 
was 49.75 reached during first quarter. 
Union Ins. were transacted in £1 
shares and fluctuated between 91 and 


Share May 24 Last Week's Rate 
Highest Lowest 
HK Bank 1655 s 1640 
Union Ins. ‘92 90.50 b 
Lombard ~ a 
Wheelock 7.40 7.35 
HK Wharf 108 n 104 b 
HK Dock 43.50 43 
Provident 13.20 13.10 
HK Land 36 35.50 
Realty 1.50 s 1.45 b 
Hotel 15.50 15.40 
oy 0) ee See 22.80, 22.50 
Star Ferry 135 a — 
Yaumati 103 105 102 b 
Light 19.40 19.30 19 
Electric 30.25 30 29.90 
Telephone —______ 27.20 27.40 27 
ement = s--<...0 33.25 33 32.75 
Dairy Farm 14.90 14.90 14.80 
‘Wateor yang ss 3 11.80 11.90 11.70 b 
Yangtsze —_.___ 6.15 b 6.25 6.10b 
Allied Inv. ss 4.475 b — a 
HK & FE Inv. _- 10.20 b — _ 
Amal. Rubber __ 1,50 1,50 1.475 
Textile “_....... 4.675 s 4.70 s 4.625 b 
Nanyang -_----__ 8.25 b 8.55 8.40 


* Annual Yields are only ESTIMATES calculated with current X-All rates against 
last year's dividends, 


92 during second half week. 


closed at 1650. 


106 but sellers insisted on 108. 


previous week, 


Telephones 


wards weekend. 


first 


tions were narrow. 


Monday: 
lower; 
quiet; 


000. 


turnover $520,000. 


$219,000. 
ed dull; $257,000. 


The 


statistical value of $8.39. 
Dividend: 


lower 
Trams, Yaumatis and 

eased slightly but 
closed firmer on improved demand to- 
y Nanyangs were the 
most bright shares on account of the 
steady export of cotton textiles. 
tiles, too, were steady. 


Wednesday: 
E Thursday: $522,000. 
Friday: demand slightly better; $570,- 
0 Secretaries for Yangtsze 
Finance announced that at the close of 
business on May 30, the shares had a 


Banks 
had 25 shares changed hands at 1640, 
selling offers then firmed to 1655 and 
Wharves registered 
buying offers as low as 104 but there 
was no selling response; buyers there- 
fore increased offers slowly to 105 and 
Hotels, 
Lights and Electrics retained steady de- 
mand throughout the week but closing 


quotations were slightly than 


Tex- 
Other fluctua- 


profit-taking forced prices 
Tuesday: 
remain- 


Sungala Rubber Estate 
Ltd. announced a final dividend of 10 
cents, making 15 cents per share tax 


free, for year ended March 31, 1957. 


CLOSING RATES ON 31-5-57 


334% 
342% 


H.K. & S. Bank, 1640 b; 


H.K. 


Loan (1934 
Loan (1948), 


Govt. Loans 


& 1940), 
88 nom. 


Banks 
1650 s. 


H.K. & S. Bank (Lon. Reg.), 
Bank of East Asia, 262 b. 


Union Ins., 


Insurances 


#1 share, 91 sa. 


Lombard Ins., Ex. Div., 37 nom. 


China Underwriters, 


8.80 s. 


Closing 


1650 s 
91 
37n 
7.40 
108 s 
43.25 b 
13.20 
35.50 
1.475 
15.50 
22.80 
135 n 
104 
19.10 
30 
27.40 
33s 
14.80 
11.90 
6.25 
4.475 b 
10.20 b 
1.50 
4.65 b 
8.50 


88 nom. 


Up & Down Dividend Yield* 


—30c 
—25ce 
+20c 
—25c 
“ —10e 
+10c 
+10c 
quiet 
quiet 
steady 
steady 
+25¢ 


£9842 nom. 
Annual 
(%) 

$80 4.85 
$3.40 3.74 
$2 5.41 
15¢ 10.14 
$6 5.56 
$2 4.62 
$1 7.58 
$3.50 9.86 
15¢ 10.17 
$1 6.45 
$1.70 7.46 
$9 6.67 
$7.50 7.21 
$1.10 5.76 
$2 6.67 
$1.50 5.47 
$4 12.12 
$1.63 11.01 
$1 8.40 
70c 11.20 
25¢ 5.59 
75¢ 7.35 
28¢ 18.67 
50c 10.75 
$1 11.76 


FaR EASTERN 


Economic REvIEw 


Investment Cos. 


Allied Investors, 4.475 b. 
Yangtsze Finance, 644 b; 6% sa. 
H.K. & F. E. Invest., 10.20 b. 


Shipping 


Douglases, 565 s. 

Indo Chinas (Pref.), Ex. Div., 13 nom. 
Indo Chinas (Def.), Ex. Div., 42%2 nom. 
U. Waterboats, 20.20 b; 2012 sa. 

Asia Nav., 1.35 b. 


Wheelocks, 7.35 b; 7.40 s; 7.40 sa. 


Docks, Wharves & Godowns 
H.K. & K. Wharves, 106 b; 108 s. 
Sh. Hongkew Wharves, 1 b. 
H.K. Docks, 4344 b. 
China Providents, 13.10 b; 13.20 s. 
S'hai Dockyards. 1.60 b. 
Mining 
Raub Mines, 332 nom. 
H.K. Mines, 5c s. 
Lands, Hotels & Bldgs. 
H. & S. Hotels, 15.40 b; 15.70 s; 15.40/1% sa. 
H.K. Lands, 35% b; 36 s; 3534/42 sa. 
H.K. Lands (Rights), 10.90 b. 
A/Fr. Lands, 35c nom. 
S'hai Lands, 90 nom. 
Humphreys, 1642 b. 
H.K. Realties, 1.45 b; 1% s; 1.475 sa. 
Chinese Estates, 380 nom. 
Public Utilities 
H.K. Tramways, 22.80 b; 22.90 s; 22.80 sa. 
Peak Trams (F. Paid), 75 nom. 
Peak Trams (P. Paid), 3642 nom. 
Star Ferries, 135 nom. 
Yaumati Ferries, 103 b; 104 s; 104 sa. 


China Lights, 19 b; 19.10 s; 19.10 sa. 
China Lights (Rights), 1342 nom. 
H.K. Electrics, 30 b; 30% s. 
Macao Electrics, 9.95 b; 10.20 s. 
Sandakan Lights, 842 nom. 
Telephones, 27.30 b; 2742 8; 
Shanghai Gas, 1.15 b. 
Industrials 
Cements, 3234 b; 33 s. 
H.K. Ropes, 13.40 nom. 
Metal Industries, 1.45 b. 
Amoy Canning (HK), 333% b. 


Stores 


Dairy Farms, 14.70 b; 14.90 s; 14.80 sa. 
Watsons, 11.80 b; 12 s; 11.80/.90 sa. 
L. Crawfords, 28 b. 
Cald. Macg. (Ord.), 
Sinceres, 1.90 b. 
China Emporium, 9.30 sa. 
Sun Co.,, Ltd., 75c b. 
Kwong Sang Hong, 181 nom. 
Wing On (H.K.), 67 b. 
Miscellaneous 
China Entertainments, 2032 b. 
International Films, 45c b. 
H.K. Constructions, 5.30 b. 


Vibro Pilings, 15.80 b; 16 s. 
Marsman Investments, 6/- nom. 
Marsman (HK), 65c nom. 


Cottons 


27.30/.40 sa. 


27 b. 


Ewos, 85c nom. 
Textile Corp., 4.65 b. 
Nanyang Mill, 81% b; 8.55 s; 8.55/42 sa. 


Rubber Cos, 


Amal. Rubber, 1.475 b; 1.525 8s. 
Ayer Tawah, 1% b. 
Java-Consolidated Estates, 42c 5. 
kat, 134 b. 
fupber Trust, 1.275 b; 1.40 s. 
Shanghai Kelantan, 82c b; 87e Ss; 85ce sa. 
Shanghai Sumatra, 2.60 nom. 
Sungala, 1.05 b; 1.20 s. 


SINGAPORE SHARES 


The volume of business was well 
maintained throughout the week ended 
May 24. Industrial shares established 
an all round advance. Tin shares after 
earlier easiness encountered buying re- 
sistance and closed quiet but steady. 
Selective buying of both local and ster- 
ling Rubbers were registered. Local 
Loans continue in enquiry at quota- 
tions. 

Amongst Industrials, Fraser & Neave 
Ords. advanced from $2.40 to $2.50, 
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W. Hammer from $2.05 to $2.14 and 
Henry Waugh from $1.823 to $1.92% 
ed. Malayan Breweries were in unsatis- 
fied demand at $38.05. McAlisters saw 
business from $3.40 to $3.50 cci. closed 
at $3.473 eci. Robinson Ords. up from 


$1.814 to $1.85. Sime Darby were 
particularly active from $2.774 to 
$2.873. Singapore Cold Storage firmed 


from $1.85 to $1.94. Straits Traders 
were taken in quantity from $23 to 
$234 for the $10 units and from $2.32 
to $2.55 for the $1 stock. United En- 
gineer Ord. improved with sales from 
$9.85 to $9.95 and Wearne Bros. from 
$3.05 to $3.15. Oriental Telephone had 
a burst of activity from 71/6 to 77/6 
on the eve of the Meeting called to put 
the Company into voluntary liquidation 
which was adjourned. 


Of the more popular Tin counters 
Ampat were firmer with sales from 
11/74 to 11/9. Austral Amalgamated 


changed hands in quantity from 24/73 
to 24/9 to 24/3 cci., Austral Malay at 
55/- cci., Berjuntai from 15/- to 14/9, 
Kampong Lanjut from 50/6 to 50/- 
and Kuala Kampar from 44/9 to 44/6. 
Business passed in Lingui from $2.92} 
up to $3.00, Lower Perak from 17/10% 
to 17/9 to 18/-, Petaling from $2.90 up 
to $2.95, Rantau from $2.074 to $2.123, 
Sungei Way from $1.57 down to $1.55 
and Taiping Consolidated from $1.87% 
to $1.824 cd. In the Sterling Rubber 
group shares dealt in included Bertam 
Consol. from 3/- to 3/14, Bruseh at 
2/7, Bukit Sembawang at 3/6, Gopeng 
Perak at 1/93 to 1/9, Ipoh at 5/43, 
Selangor United from 3/8 to 4/6, 
Sungei Chinoh at 1/3, Sungei Siput at 
3/- to 8/2 and Telok Piah at 2/9. 
Amongst local counters, Amalgamated 
Malay came to business at $2.35 cer., 
eci., Ayer Molek at $1.80, Ayer Panas 
at $1.60, Batu Lintang at $2.05 ed., 
Jeram Kuantan at $1.75, up to $1.80, 
Kempas at $1.653 to $1.65, Kuala Sidim 
at $3.25 to $3.22, Malaka Pinda at 
$1.80 and Mentakab at $2.023 cd. 


TRADE REPORTS 


The local commodity market during 
the week before the Dragon Boat Fes- 
tival, which fell on June 2, was steady 
in general. China produce retained 
selective demand from Europe and 
Japan; metals were firmer; paper 
shortage was relieved by arrivals from 
Europe but trading remained slow; 
pharmaceuticals and chemicals showed 
no improvement but prices steady; spot 
transactions of cloth, yarn, sugar and 
wheat flour were sluggish but quotations 
firm; rice enjoyed better retail business 
and cement retained strong local and 
export demand. Festive demand raised 
prices of glutinous rice, wines and fruits 
but the market will return to normal 
after the stimulation is over. 

Trade with China: UK finally decided 
to relax the embargo on trade with 
China in spite of US objections. London 
pointed out however that Britain had no 
intention of breaking away from CHIN- 


COM, the 15-nation committee which 
coordinates the embargo on China. UK’s 
action was to eliminate the separate 
embargo and apply instead the present 
embargo governing trade with USSR 
and her European satellites. One of 
the important consequences is_ that 
China can now get heavy machinery, 
equipment and _ industrial supplies 
cheaper than when these pur- 
chases were made through USSR anid 
other Communist countries; indirectly, 
this will help Peking to speed up her 
second 5-year plan. In Hongkong, dis- 
cussions are centred not on whether 
the embargo should or should not be 
eased but on whether it could or could 
not bring more business to HK. Locai 
industrialists believe that it will 
handicap the growth of HK industries. 
China traders on the other hand hope 
that Peking will now send more staples 
and foodstuffs to the ijiocal market in 
spite of the increasing volume of 
China’s direct trade with UK, Europe, 
Japan and SE Asia. HK agents of UK, 
European and Japanese manufacturers 
are excited because they expect to get 
more business. Many businessmen doubt 
that it can increase the volume of HK- 
China trade but most merchants prefer 
to wait and see the development because 
Peking’s policy in trade with HK has 
always been unpredictable. However, 
it will be too naive to expect that the 
relaxation or even the lifting of em- 
bargo can return HK-China trade to 
pre-embargo level. 

Trade with Japan: Trade with Japan 
was slower because dealers here booked 
less supplies from Japan on account of 
weak demand from SE Asia. Japan’s 
purchases of China produce from the 
local market also failed to improve. If 
Japan follows UK’s example and fur- 
ther relaxes the embargo on trade with 
China, the volume of trade between 
Japan and China will continue to grow; 
as a result, less beans and oil seeds 
will be purchased from here. Japanese 
cement and electric appliances however 
retained very strong demand in the 
jJocal market. Dealers here wanted to 
book more paper from Japan but quota- 
tions from Tokyo were too high. 

Trade with UK and Europe: Several 
ships scheduled to reach here next 
menth by the Cape of Good Hope route 
arrived last week via Suez Canal. This 
brought immediate effect to the local 
retail market particularly in the case 
of provisions; canned milk, coffee, 
wines, biscuits and canned food wete 
marked down from highs of last year 
following the Suez dispute. . Metals 
continued to arrive but quantities much 
less than previous months. From the 
local market, Europe bought small 
quantities of staples.and booked more 
forward consignments from dealers here 
but interest was centred only on a few 
items. Exports to UK and Europe last 
week totalled 4,000 tons; HK manufac- 
factures to UK constituted 60% of the 
tonnage. 

Trade with US: Returning from New 
York World Trade Fair, Mr. Haking 
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Wong reported that businessmen and 
manufacturers in US, Canada and 
Letin-American countries were very 
surprised to find that HK had such a 
large variety of products. The market 
in US is big but there is also strong 
competition. At present, HK manufac- 
tured rattan furniture, gloves, fire- 
erackers, torch, and cotton textiles con- 
stitute the major portion of exports to 
US. More HK products should be in- 
troduced to US consumers but this must 
be done in a more scientific way than 
previous efforts; instead of displaying 
HK goods to surprise visitors to the 
exhibition local industrialists must study 
what US consumers will buy. Imports 
of air conditioning units, pharmaceuti- 
cals, black plate, machinery and equiv- 
ment, cosmetics and toilet articles, fruits 
and provisions totalled 4,000 tons last 
week. The fact that American con- 
sumer goods are able to retain strong 
demand from local residents in spite of 
high prices compared with UK and 
European products is either a compli- 
ment to the quality of US commodities 
or a proof of pro-American sentiment 
in HK. 

Trade with Indonesia: Purchasing: 

authorizations covering purchases of 
HK textiles against payments in US raw 
cotton continued to arrive from 
Djakarta but there was no new order 
for cotton textiles. Purchases from 
here last week limited to ‘small quanti- 
ties of paper and other industrial sup- 
plies. Exports covered by previous 
orders included 200 tons of cotton tex- 
tiles, hurricane lanterns and foodstuffs. 
Prospect for improvement in exports to 
Djakarta is uncertain because foreign 
exchange reserves there remain low. 
Imports from Djakarta last week total- 
led 500 tons including rattan, peanut, 
oil and raw sugar. 
Trade with Thailand: Sugar, paint, 
steel bars, torch, wheat flour, garlic, 
gunny bags constituted the major por- 
tion of 400 tons of exports to Bangkok. 
New orders covered rosin, metals and 
Chinese electric fan and foodstuffs but 
quantities not substantial. Imports of 
rice, scrap,. live cattle, beans, salt and 
timber totalled 2,500 tons. 

Trade with Korea: Demand from Korea 
improved but there were still more en- 
quiries than orders; transactions were 
handicapped by low buying offers parti- 
cularly in the case of paper. Orders 
for pharmaceuticals, metals, chemicals 
covered only a few popular items and 
quantities involved small. Imports of 
staples from Korea remained insigni- 
ficant. 

Trade with Taiwan: In the local 
market, Taiwan bought only limited 
quantities of metals, rosin and milk 
products. Demand for these items 
turned sluggish recently. Imports of 
sugar, citronella oil, ginger, tea, fruits, 
canned food, live hogs and garlic total- 
led 2,000 tons last week. 

Trade with Malaya: Demand from 
‘Singapore and other Malayan ports for 
foodstuffs, beans, pharmaceuticals, and 
HK manufactures remained normal 
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averaging about 1,000 tons a week. If 
Singapore and Kuala Lumpur succeed 
to sell more rubber to Peking, purchases 
of Chinese foodstuffs and beans from 
here will be curtailed. 


Trade with the Philippines: Manila 
continued to absorb small quantities of 
steel plate and structural steels from 
here but the demand was weakening. 


Philippine groundnut enjoyed very 
strong local demand. 
Trade with Cambodia continued 


active; dealers here bought more rice, 
beans, live hog and cattle, groundnut, 
maize, scrap from Phnompenh and in 
return shipped there 1,000 tons of 
garlic wheat flour, canned food, hurri- 
cane lantern, towel, cotton textiles, 
torch and other consumer goods. Many 
orders from Cambodia were financed 
with self-provided foreign exchange by 
Phnompenh importers; dealers here 
doubt that such purchases can be main- 
tained for a very long period. Orders 
reached here last week covered rosin, 
steels, cement and canned food; there 
were also enquiries for cotton textiles, 
wheat flour and other consumer goods. 
Export to South Vietnam slow; Saigon 
however enquired for sugar and invited 
tenders for the supply of machinery 
and equipment, automobiles, etc. to- 
wards weekend. Trade with Laos re- 
mained quiet but barter dealings with 
North Vietnam continued active though 
on asmall scale. Haiphong shipped 
here. live hogs, woodoil, feather and 
other staples in exchange for rubber, 
pharmaceuticals, dyestuffs, metals, 
sugar and industrial supplies. Demand 
from this source is strong but restricted 
by the amount of foreign exchange 
available in Haiphong to finance the 
purchase, : 

Trade with Burma: Cotton textiles 
and canned food constituted the major 
portion of about 200 tons of exports 
to Rangoon last week. New orders 
covered camphor tablets, vacuum. flasks, 
tooth brush, old newspapers. Towards 
weekend there were also enquiries for 
sugar, torch and sundry items, cosmetics 
and dyestuffs. Imports of beans and 
other staples from Burma remained in- 
significanc. 

Trade with Africa: Demand from 
British South and East Africa for cotton 
textiles, underwear, rainwear, torch and 
hurricane lantern; from British West 
Africa for enamelware, rubber footwear 
and knitwear; and from French West 
Africa for coloured cloth and umbrella 
improved but purchases were handicap- 
ped by low buying offers brought about 
by keen competition from Japan. 


Trade with Australia: Australia is 
pushing exports of automobiles, locomo- 
tives and other heavy equipment to 
Burma, Ceylon, Laos, Pakistan, Indo- 
nesia, India, Cambodia, South Vietnam 
and China. In Australia, Japanese pro- 
ducts including pharmaceuticals, tin- 
plate, cotton textiles and ‘other light 
industrial products are enjoying in- 
creasing popularity. Last week, Aus- 
tralia bought from here smal] quantities 


of woodoil and other staples of Chinese 
origin as well as HK manufactured 
cotton textiles, knitwear, rattan ware, 
vacuum flasks and other metalware and 
in return shipped here frozen meat, 
wheat flour and wheat. Imports from 
Australia are on a very normal and 
steady basis on account of firm local 
market for frozen meat, wheat and wheat 
flour. HK textiles and other products 
however are meeting intense competi- 
tion from Japanese goods and if Aus- 
tralia promotes more direct trade with 
China, exports of woodoil and other 
China produce from here to Australia 
will be curtailed. 


China Produce: European’ buyers 
were interested in forward shipments 
direct from China to destinations; hog 
bristles, goat hair, egg products, rosin 
and cassia were among staples booked 
last week. Orders from Japan covered 
mostly supplies from SE Asia including 
maize, sesame, red and green _ beans. 
Local demand for red bean improved 
on account of the Dragon Boat Fes- 
tival during which red bean paste is 
used for making dumplings with glutin- 
ous rice. Groyndnut and sesame re- 
tained strong demand from locak press- 
ing mills; rosin and woodoil favoured 
by paint manufacturers; maize by 
farmers from the New Territories; 
and gypsum by rubber goods factories. 


Metals: Steady demand from China, 
Philippines, Cambodia, Korea, Taiwan 
and Thailand improved sentiment in 
the local market but buying offers re- 
mained low and interest: was centred 
only on a few items including round 
bars, iron pipes, steel plate, black and 
tin plate, box strappings and zinc sheets. 
Japan continued to absorb scrap iron 
from here but refused to pay too high 
a price; as a result, counteroffers lag- 
ged behind market quotations. Japan 
asked US to supply 2.48 million tons of 
scrap iron including 1.44 m. tons of A 
grade scrap but US agreed to ship only 
2.1 million tons including 1 m. tons of 
A and B grades; Javan therefore turned 
to HK and other sources for more 
supply of high grade scrap. 


Paper: Stock shortage was partially 
relieved by arrivals from Europe but 
there were still more enquiries than 
orders from Korea because Seoul con- 
sidered quotations from here too high 
and in the case of newsprint in reel, 
turned to Japan for supply; among 
orders concluded were limited quantities 
of glassine, cellophane and newsprint in 
ream. Local demand was very steady 
and covered newsprint in ream, kraft 
and sulphite packing paper, m.g. ‘cap, 
cellophane, glassine, straw and duplex 
boards. 
available for early deliveries but dealers 
here considered most quotations too 
high and booked only small consign- 
ments of straw board, m.g. ribbed kraft, 
poster, bond and cellophane which were 
still short in stock. Demand from SE 
Asia declined recently; furthermore, 
most orders concluded were for direct 
shipments from China. 


Supply from Japan was again 
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Pharmaceuticals: Demand from 
Korea and Singapore were limited to 
sulfonamides, phenacetin and quinine 
powders and amidopyrin while China 
bought sulfadiazine; quantities involved 
were very small and the market was 
kept steady chiefly by demand from local 
retailers for patent medicines and vita- 
mins as well as orders from local medi- 
cine manufacturers for fine chemicals 
including sulfadiazine powder,  sac- 
charine crystal, PAS, aspirin, phenacetin 
and salicylic acid. 

Industrial Chemicals remained slug- 
gish in local sales and exports. Local 
demand for chemicals has always: 
been limited to small quantities of tan- 
ning extract, caustic soda, paraffin wax, 
sodium hydrosulphite, sulphur and plas- 
tic moulding compounds; — periodical 
sluggish sentiment is quite normal, The 
decline in export demand _ resulted 
chiefly from SE Asia’s increased volume 
of direct trade with Japan and China 
as well as on account of Korea’s pur-. 
chases of direct shipments from Europe 
and US. 

Cotton Yarn and Cloth: Spot bulk 
transactions remained quiet but HK 
yarn and cloth firm because factories 
here were rushing deliveries to Indo- 
nesia, UK, Burma, Philippines and other 
destinations covered by previous orders 
which will keep most mills busy till 
end of this year. Pakistan yarn firmed 
on increased cost and Japanese yarn 
steady. Chinese grey continued to de- 
cline but drill improved because market 
prices were lower than new offers from 
China. Japanese white shirting and 
cloth steady on better retail business but 
grey sheeting remained sluggish. 

Rice: Better retail business kept high 
quality rice from Canton, Bangkok and 
Saigon on a firm level but heavy imports 
of broken rice from Thailand forced 
lower grades down. Glutinous rice en- 
joyed strong festive demand. 

Wheat Flour: Trading slow but prices 


steady. HK products enjoyed better 
local retail business than imported 
brands. 


Sugar: Prices eased at the beginning 
of the week on account of heavy im- 
ports from Taiwan and profit taking by 
speculators. Taikoo products further 
marked down to retain the demand. 
Towards weekend the market improved 
on enquiries from Saigon for 10,000 tons 
and from Rangoon for 12,000 tons; in- 
ternational market also firmer. 
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